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Technical Bulletin: 
Prices and Profits 


Note: 


COMPLIANCE PLAN IN RESPECT OF EXCESS REVENUE EARNED IN THE FIRST 
COMPLIANCE PERIOD 


AI-1-P-Revised 


November 5, 1976 


This bulletin replaces AI-1 dated December 19, 1975. It is 
relevant only with respect to the treatment of excess revenue 
earned in compliance periods which include October 14, 1975. 


A general discussion of the Anti-Inflation Board's attitude 
towards excess revenue and Compliance Plans is contained in 
bulletin AI-28-P. Compliance Plans with respect to second 
compliance period excess revenue are discussed in bulletin 
Al=34=P" 


A. Introduction 


The first compliance period for a firm subject to Part 1 of the 
Anti-Inflation Guidelines is the fiscal year which includes 
October 14, 1975. The Guidelines permit firms to deduct from 
apparent excess revenue in their first compliance period any 
excess revenue resulting from transactions that occurred before 
October 14, 1975. Even so, some suppliers will still commence 
the control period with profit margins higher than those allow- 
able under the Guidelines. 


These suppliers are required to file a Compliance Plan with the 
Board when they file their first annual Compliance Period 
Report. This plan will include a short overview of the current 
business environment of the supplier and the actions the 
supplier plans to take to bring himself into compliance with the 
Guidelines. 


B. General Principles 


In judging the acceptability of a Plan, and in reviewing the 
compliance of a supplier with the Guidelines, the Board will use 


the following principles: 


(1) The Plan should result in the elimination of all excess 
revenue attributable to the first compliance period within 
the first two full fiscal quarters following that period. 


Be Anti-Inflation | Commission de lutte 
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(2) Suppliers should set prices during the period in which 
their current margin exceeds their base margin so that the 
aggregate of price increases multiplied by the number of 
units sold in the first two full fiscal quarters from the 
end of the compliance period in which excess revenue first 
occurred, does not exceed the aggregate of price reductions 
multiplied by the number of units sold in that same period. 


C. Seasonal Fluctuations 


Since the Guidelines apply to suppliers on a fiscal year basis, 
excess revenue calculations are not affected by seasonal 
factors. In this first compliance period, however, suppliers 
will be determining excess revenue for portions of their normal 
fiscal year and some may have excess revenue which is 
attributable solely to normal seasonal fluctuations in their 
business. 


The Board will permit these suppliers to pro-rate reasonably the 
income of their first compliance year so that excess revenue 
calculated in this way for the period after October 14, 1975 
does not reflect normal seasonal fluctuations in income. Sup- 
pliers making such adjustments must provide supporting evidence 
for them in their Compliance Plans. 


D. Compliance Plan Period 


10 


The choice of two full fiscal quarters as the time allotted for 
firms to move into compliance with the Guidelines may prove 
impractical for some firms. In extreme cases the Board will 
permit a longer time period. 


Suppliers submitting a Compliance Plan will be placed on a 
quarterly reporting system and their performance will be 
monitored on this basis. 


Technical Bulletin: 
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Subject: CONSOLIDATED REPORTING UNDER PART 1 OF THE ANTI-INFLATION 


GUIDELINES 
No.: AI-2-P-Revised 
Date: November 5, 1976 
Note: This bulletin replaces bulletin AI-2 dated January 29, 1976 and 


AI-2-P-Draft Revised issued June 11, 1976. It* is relevant only 
in compliance periods beginning on or before October 14, 1976. 
Consolidated reporting under Part 7 of the Guidelines is set out 
in bulletin AI-30-P. 


For purposes of determining and reporting compliance with the 
Anti-Inflation Guidelines, a supplier is generally regarded as 
an individual corporate entity, partnership or proprietorship. 
There are cases, however, where the interrelationship of the 
activities of a number of associated corporations is such that 
compliance would be more realistically monitored on a consoli- 
dated basis. This bulletin is intended to provide such corpo- 
rations with the option of assessing and reporting compliance on 
a consolidated basis subject to the provisions set out below. 


A. Consolidated Groups 


Consolidated reporting will generally be accepted by the Anti- 
Inflation Board only in respect of Canadian corporations which 
are associated within the meaning of section 256 of the Income 
Tax Act and which are normally consolidated for financial 
reporting purposes subject to the following restrictions: 


(1) Only corporations which are included in a consolidated 
group in the base period may be consolidated in a 
compliance period. 


(2) Corporations consolidated in the base period must be 
consolidated in a compliance period unless the corpo- 
ration is no longer a member of the associated group. 


The Board may require that base period data be restated in 
the event of a disposition where the base period operating 
results would no longer provide a proper benchmark for the 
demonstration of compliance with respect to the ongoing 

activities of the remaining members of the reporting group. 
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(3) Corporations subject to Parts 2 or-5 of the Guidelines can- 
not be consolidated with corporations subject to Part l. 


(4) Corporations may only be consolidated if the reporting 
group does not demonstrate compliance exclusively on the 
basis of the overall net margin provisions of section 18 
and if the number and structure of the product lines upon 
which the reporting group demonstrates compliance is satis- 
factory to the Board. 


(5) Subject to the foregoing restrictions an associated group 
which elects to consolidate must include therein all 
corporations eligible to consolidate. For example, it 
would not be appropriate to exclude from the consolidations 
a subsidiary which incurred losses in the base period in 
order to obtain a greater advantage from section 8(2) of 
the Guidelines. 


Associated groups with complex corporate structures may wish to 
consult with officials of the AIB to determine if their proposed 
method of consolidation will be acceptable. 


Principles of Consolidation 


The objective of allowing consolidation for compliance purposes 
is to enable an associated group to determine adjusted operating 
profits for reporting purposes as if the businesses of the 
individual corporate entities had functioned as divisions of one 
corporation. 


For example, a parent company whose business is retailing the 
products of its manufacturing subsidiary as well as products 
purchased from others would normally be subject to the 
distributor rules in section 15 for its entire business while 
the subsidiary would fall under one of sections 16, 17 or 18. 
If the parent and subsidiary elect to consolidate, only the 
portion of the parent's business that represents the sale of 
goods purchased from unrelated suppliers would be subject to 
section 15. The sale of goods manufactured by the subsidiary 
would be subject to sections (16, °17 oredseassifithe? parent had 
actually manufactured the goods. 


Accordingly, consolidation could involve the use of different 
base periods than would have applied if the companies had filed 
separately. 


The Board has indicated that it is willing to give suppliers 
somewhat more flexibility than allowed in the Guidelines in 
applying the different sections to the different types of opera- 
tions in their business. Reference should be made to the 
heading "Suppliers With Different Types of Operations" in 
bulletin AI-4-P-Revised. 


C. Accounting Principles 


Once the corporations to be consolidated are identified the 
acounting principles employed should conform as closely as 
possible to generally accepted accounting principles applied on 
a consistent basis in both the base and compliance periods. 


The amortization of the excess of fair market values over book 
values at time of purchase will be regarded as allowable costs 
providing they reflect consistent amortization of the same 
assets in both the base period and the compliance period. 


D. Common Fiscal Periods 


Where corporations in the consolidated group do not have a 
common fiscal period, it will be necessary to establish a common 
basis for reporting. In such circumstances the fiscal period of 
the largest (in terms of gross revenue from operations) of the 
controlling corporations should usually be adopted by all the 
other corporations in the consolidated group. 


This does not mean that some individual corporate entities need 
to change their normal fiscal period. It does require, for 
reporting purposes, that all companies in the group prepare base 
and compliance period data based on the same fiscal period. 


E. Interim Price Justification 


Although the Board is prepared to allow consolidated reporting 
for compliance purposes, the Board reserves the right to request 
individual corporate entities to justify price changes using 
Division 6 of Part 1 of the Guidelines. In particular, this 
applies to companies who report as part of a consolidated group 
and who derive more than 10 per cent of gross revenue from 
operations or more than $5 million from sales to persons outside 
the associated group, whichever is the lesser amount. These 
companies should maintain records to justify price changes under 
the appropriate pricing guideline. 
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Technical Bulletin: 
Prices and Profits 


Subject: APPLICATION OF PROFIT MARGIN GUIDELINES (DIVISION 5) AND INTERIM 


Note: 


A. 


PRICE MEASUREMENT GUIDELINES (DIVISION 6) - PART 1 OF THE 
ANTI-INFLATION GUIDELINES 


AI-3-P-Revised 
November 5, 1976 


This bulletin replaces AI-3 dated January 29, 1976. It is rele- 


vant only in compliance periods beginning on or before October 
147, 21976. 


General Principles 


Suppliers subject to Part 1 of the Anti-Inflation Guidelines are 
required to meet two tests: 


(1) Profit Margin Guidelines 
(2) Interim Price Measurement Guidelines. 


The presence or absence of "apparent excess revenue" under the 
profit margin guidelines will be the primary determinant of the 
Anti-Inflation Board's attitude to the acceptability of a 
supplier's behavior in a compliance period. The objective of 
the excess revenue calculation is to provide a formal annual 
test which is reconcilable to a supplier's audited annual 
financial statements, is free of seasonal factors and allows for 
self-assessment by the supplier. 


Suppliers should be aware that this is not a passive test by 
which the Board will wait for the end of a compliance period to 
intervene in a supplier's activities. The Board expects 
suppliers to act on their own initiative, taking steps to ensure 
that prices are set in a manner that does not lead to the 
creation of apparent excess revenue. 
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16 


Use of Divisions 5 and 6 


The interim price measurement guidelines in Division 6 are the 
device for ensuring that prices are set in a manner that does 
not lead to the creation of excess revenue. These guidelines 
are intended to provide suppliers and the Board with a means to 
judge the acceptability of a price change without waiting for 
the end of a compliance period. 


Though the Board may be less rigid in applying the price 
measurement guidelines than the profit margin guidelines, given 
that the former involve estimation while the latter do not, it 
will use the price measurement guidelines to assess price 
changes on a day-to-day basis. In cases where the Board judges 
that they are not properly applied and that a price or set of 
prices may result in apparent excess revenue, the Board is 
prepared to use its powers of investigation and persuasion to 
alter such prices... Suppliers have, therefore, an obligation to 
follow the interim price guidelines. 


There may be instances where a strict application of Division 6 
rules would force a supplier to price in a way which would leave 
him with less revenue or more revenue than what is permitted 
under Division 5. In such instances, the Board's primary con- 
cern will be whether or not a supplier has earned excess revenue 
as measured by the rules set out in Division 5 and compliance 
with the interim price measurement guidelines will be assessed 
in the following manner: 


(1) In general, a supplier must set his prices in a manner 
which leads to no excess revenue as defined in Division 5. 


(2) A supplier who can satisfy the Board that he is controlling 
prices in a manner which will not lead to excess revenue 


will be regarded as having satisfied the requirements of 
Division 6. 


(3) Suppliers should be prepared to furnish detailed forecasts 
of costs (by major input), volumes of sales, and expected 
increases in productivity to the Board. 


A supplier may choose to price in a manner different from that 
described in Division 6, but which he considers consistent with 
earning no excess revenue. However, a supplier who sets prices 
in this way may later be restricted in claiming exemption for 
any apparent excess revenue on the grounds that it resulted from 
unforeseen favourable cost developments as set out in 
subparagraph 9(a)(iii). 


In adjusting prices throughout the compliance period, a supplier 
who is not using Division 6 should ensure that his profit per 
unit of output, or his profit margin on a product line or on his 
entire business (depending on which guideline is used to assess 
excess revenue), does not exceed in each fiscal quarter of the 
compliance period the amount allowed by Division 5 for the 
compliance period as a whole. If a supplier can clearly 


demonstrate a seasonal pattern to his profit per unit of output 
or his profit margin, he can maintain his past seasonal pattern 
in profit margins as long as he can demonstrate that no excess 
revenue will result. 


This approach to pricing allows suppliers operating under 
section 17 leeway in setting the price of individual products in 
a product line which is not available in the related interim 
price measurement guidelines set out in section 23. Suppliers 
should avoid setting prices in a manner which leads to excessive 
profit loading on any single product or product line, or on any 
product or product line in a particular region or market. To 
prevent this, the Board reserves the right to specify that a 
supplier must use the interim price measurement guidelines to 
control the price or prices of a particular product, or set of 
products. 
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Technical Bulletin: 
Prices and Profits 


Subject: SELECTION OF GUIDELINES - DIVISION 4 OF PART 1 OF THE ANTI- 
INFLATION GUIDELINES 


No: AI-4-P-Revised 

Date: November 5, 1976 

Note: This bulletin replaces AI-4 dated January 29, 1976. It is rele- 
vant only in compliance periods beginning on or before October 
147.) 19,76. 


This bulletin sets out the general principles which should 
govern suppliers in selecting the appropriate rule to determine 
excess revenue in these compliance periods. 


A. Introduction 


For the purposes of determining and reporting compliance with 
the Anti-Inflation Guidelines, a supplier must assess whether he 
has earned or will earn excess revenue. The procedures for 
making this assessment are set out in Divisions 5 and 6. 

Because there are many types of suppliers who must adhere to the 
Guidelines, there are four separate rules (sections 15, 16, 17 
and 18) governing the calculation of excess revenue and a 
corresponding set of rules to govern interim pricing decisions 
(sections 21, 22, 23 and 24). Suppliers must choose which of 
these rules to apply to their business, or to the different 
parts of their business. Division 4 of the Guidelines sets out 
the basis for making this decision, which is critically 
important because the different rules may have, for some 
suppliers, quite different effects on the way in which they must 
control prices. 


B. General Principles 


Initial selection of the appropriate guideline will be made by 
the supplier. The Board may, however, review this selection 
and, in cases where it believes a supplier's choice seriously 
impairs the integrity of the price restraint rules, will 
indicate to the supplier that an alternative guideline should be 
used. 
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Suppliers should experience little difficulty in determining 
that part of their business to which section 15 applies. In 
considering section 16, suppliers should ensure that they are 
applying the rules to products which meet the conditions set out 
below. If they cannot, the Board's general preference is that 
section 17 be used and only if this is clearly impractical 
should section 18 be used. 


In making their choice, suppliers should examine the full 
implications of the effects of the different rules over the life 
of the program. A supplier who chooses to use section 16 
instead of sections 17 or 18, or section 17 instead of section 
18, will generally not be allowed to use sections 17 or 18, as 
the case may be, at a later date. Once a supplier has indicated 
he is able to allocate costs, he must continue to do so. 


Selection of the appropriate rule may take into account the 
administrative feasibility of one guideline over another. It is 
desirable that existing accounting and information systems be 
used to the greatest extent possible in order to minimize costs 
of complying with the program. 


For example, a supplier having a divisional or departmental 
record keeping system may find it easiest to assess compliance 
under section 17. As long as the divisions or departments 
roughly correspond to product lines, this would be acceptable to 
the Board. Similarly, a supplier with thousands of products 
may, even if able to allocate costs to individual products, 
group the products into product lines and use section 17 in 
order to minimize the administration cost of the program. In 
extreme cases, the Board may determine that the use by a 
supplier of section 16 would make it impossible for the Board to 
carry out its duties to effectively monitor and assess 
compliance with the Guidelines, and may indicate to a supplier 
that section 17 should be used to assess compliance. 


. Ability to Allocate Costs 


While the Board prefers that suppliers elect sections 16 or 17 
rather than section 18, it is anxious that the Anti-Inflation 
Program does not lead suppliers to incur unnecessary costs. 

As a general principle, the basis for deciding whether a sup- 
plier can or cannot allocate costs will be whether he was able 
to and did in some regular fashion allocate costs prior to 
October 14, 1975. While it may be possible for suppliers to now 
introduce systems to allocate costs, the Board cannot condone 
this being done solely to allow a supplier to use a rule which 
allows him more flexibility in controlling his prices, thereby 
breaking the spirit of the Guidelines. In such cases, the Board 
may ask the supplier to continue to use his previous practices. 


As section 12 states, suppliers do not need to be able to 
allocate all costs to individual products, or product lines. 
Suppliers must, however, be able to allocate all non-overhead 
costs, both direct and indirect, to the product or product line. 


To meet the conditions of subsections 10(1)(b) or (c), a 
supplier should allocate overhead costs such as selling, 
administration or financial costs on a reasonable basis if they 
are the only costs not customarily allocated. Although the 
Guidelines are silent on the allocation of revenues, a 
consistent matching of costs and revenues is essential for 
assessing compliance. 


D. A Product and a Product Line 


In both the White Paper and the Guidelines reference is made to 
individual products. There is a clear distinction between 
individual products and product lines. Different products may 
not be grouped together and called a single product. For two 
items to be described as the same product, they must meet all of 
the following criteria: 


(1) be of the same substance, have the same chemical make-up or 
be made from similar materials; 


(2) be capable of use for like purposes; 


(3) be sold for the same price, unless the difference in price 
reflects only different discounts given to different 
classes or types of non-retail customers, or different 
quantities of the same item; 


(4) have the same cost, unless the difference in cost reflects 
only the difference in cost of supplying different classes 
or types of non-retail customers or different quantities of 


the same item; 
(5) be measured in the same standard unit. 


A product includes a service. For two services to be considered 
the same service, they must meet criteria 3), 4) and 5) and must 
satisfy the same essential need. 


A product line, as the Guidelines state, is an aggregation of 
similar products. In general, a product line will be defined by 
the supplier's accounting system and the Board is prepared to 
accept definitions of product lines which conform to current 
accounting practices. A product line is the smallest group of 
products to which a supplier is reasonably able to allocate 
costs. Large suppliers may have many product lines. 


Changes over time in the cost or price of an item do not consti- 
tute differences in costs or prices for the determination of 
whether or not two items are the same product. Suppliers should 
also note that the Guidelines provide detailed procedures for 
setting the allowable prices which may be charged for new 
products. In general, suppliers will not be allowed to increase 
their prices or profit margins solely by introducing new 
products which are essentially the same as their old products. 
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Suppliers with Different Types of Operations 


Subsection 10(2) of Division 4 provides some flexibility in the 
case of a supplier having not more than the lesser of 10 per 
cent of gross revenue from operations or $5 million gross 
revenue from operations which would properly fall under section 
15, 16 or 17 by permitting him to put such business under 
section 18. 


It should be noted that this refers to amounts in a compliance 
period but that suppliers are required to select rules on an 
identical basis in both base and compliance periods. Thus, 
suppliers wishing to make use of this provision must also apply 
it in the base period to provide comparable data. 


In keeping with the general principle that suppliers should, as 
much as possible, use their current accounting practices, the 
Board is prepared to accept somewhat greater flexibility for 
suppliers who have operations in both the distribution and 
non-distribution sectors than is currently permitted in the 
Guidelines. 


A supplier who is primarily a distributor but who operates a 
small non-distribution business to supply his distribution 
business will be allowed to treat his entire business as a 
distribution business if: 


(1) the supplier can show that he treated his non-distribution 
business as part of his distribution business for 
accounting purposes prior to October 14, 1975, and 


(2) he used the same accounting procedures for the two parts of 
his business. 


In such a case the output from the non-distribution business 
would form part of the mark-on categories or product lines used 
in the distribution business, and the cost of material inputs 
would be the cost of goods sold for such products. 


A supplier who is primarily a non-distributor but who operates a 
distribution business for his own products must treat his entire 
business as a non-distribution business. In such a case, the 
supplier would continue to use sections 16, 17 or 18 as 
appropriate. 


If a supplier's distribution business involves the distribution 
of a number of products not produced by the supplier himself, 
the supplier should partition his business using section 15, and 
sections 16, 17 or 18 as described in Division 4. 
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Subject: 


Note: 


PERSONS SUBJECT TO ENFORCEMENT OF THE ANTI-INFLATION GUIDELINES 
FOR THE RESTRAINT OF PRICES AND PROFIT MARGINS 


AI-5-P-Revised 


November 5, 1976 


This bulletin replaces AI-5 dated January 29, 1976. It is rele- 
vant in all compliance periods. 


This bulletin identifies the persons subject to the restraints 
on prices and profit margins found in Parts 1, 5, 6 and 7 of the 
Anti-Inflation Guidelines. Part 1 provides general rules 
applicable in compliance periods commencing on or before October 
14, 1976. Part 7 contains the general rules applicable in 
subsequent compliance periods. Part 5 applies to suppliers who 
are Canadian chartered banks and Part 6 to suppliers who carry 
on financial intermediary operations. Both Parts 5 and 6 are 
applicable in all compliance periods. 


A. Persons Subject to Guidelines for the Restraint of Prices and 
Profit Margins 


Prices and profits of the following persons are subject to 
review by the Anti-Inflation Board: 


(1) public sector suppliers of commodities or services as 
agreed by the Government of Canada and the Provinces; 


(2) private sector suppliers of commodities or services who 
employ 500 or more persons in Canada; 


(3) persons carrying on business in the construction industry 
who employ 20 or more persons in Canada; and 


(4) private sector suppliers of commodities or services who are 
from time to time declared to be of strategic importance to 
the containment and reduction of inflation in Canada. Such 
declarations are made by order of the Governor-in-Council, 
on the recommendation of the Board pursuant to subsection 
12(2) of the Anti-Inflation Act after an inquiry as 
provided for by that subsection. 
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Definitions 


Ci) 


(2) 


(3) 


(4) 


(5) 


Person includes individuals, corporations, and, by virtue 


of subsection 2(2) of the Anti-Inflation Act, 


partnerships. 


Supplier is defined in subsection 2(1) of the Act as having 


a meaning corresponding with the term supply. 


Supply means, 


(a) in relation to a commodity: 


- to sell, rent, lease or otherwise dispose of the 
commodity, an interest therein or a right thereto; 
or to offer to dispose of the commodity or interest 
therein or right thereto; and 


(b) in relation to a service: 


- to sell, rent or otherwise provide the service or 
offer to provide the service, other than the 
provision of a service or the offer to provide a 
service by an employee during the course of his 
employment. 


Employers of 500 or more persons includes, 


(a) individual corporations employing 500 or more persons; 


(b) all corporations associated with a corporation in 4(a) 
above within the meaning of section 256 of the Income 
Tax Act or by reason of interrelationship of manage- 
ment, ownership, or financial affairs; 


(c) all corporations associated within the meaning of 
section 256 of the Income Tax Act or by reason of 
interrelationship of management, ownership, or finan- 
cial affairs which taken together have 500 employees 
regardless of whether any one corporation has 500 
employees. 


Interrelationship of management, ownership, or financial 


affairs is a much broader definition of association than is 
section 256 of the Income Tax Act and would include: 


(a) situations where one corporation is the largest single 
shareholder in another even though it owns well under 
50 per cent of the outstanding shares; 


(b) cases where corporations have common management though 
different owners; and 


(c) cases where one corporation is a principal source of 
financing for another corporation. 


C. Changes in Number of Employees 


On October 14, 1975, or on any day thereafter, if a private 
sector supplier or associated group of suppliers employed 500 or 
more persons in Canada or a person carrying on business in the 
construction industry employed 20 or more persons in Canada, he 
is at all times after that day deemed to employ 500 or more or 
20 or more persons in Canada, as the case may be. 


D. Construction Industry Employers of 20 or More Persons 


A firm having between 20 and 499 employees in Canada engaged in 
activity in the construction industry is considered subject to 
enforcement of the Guidelines. For example, a firm employing 
125 persons, of which only 15 are engaged in construction 
activity, is not subject to enforcement. On the other hand, a 
firm employing 125 persons, of which 25 are engaged in 
construction activity, is subject to enforcement. 
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Technical Bulletin: 
Prices and Profits 


Subject: REPORTING REQUIREMENTS UNDER PART 1 OF THE ANTI-INFLATION 


GUIDELINES 
No: AI-6-P-Revised 
Date: November 5, 1976 
Note: This bulletin replaces AI-6 dated January 29, 1976. It is 


relevant only in compliance periods beginning on or before 
October 14, 1976. 


This bulletin specifies reporting requirements for suppliers 
subject to Part 1 of the Anti-Inflation Guidelines. Those per- 
sons subject to Part 1 are identified in bulletin AI-5-P-Revised. 


Special reporting requirements for chartered banks, suppliers 
who have financial intermediary operations, and suppliers of 
property and casualty insurance are set out in bulletins AI-24-P, 
AI-32-P and AI-33-P, and AI-23-P, respectively. Reporting 
requirements under Part 7 of the Guidelines may be found in 
bulletin AI-31-P. 


A. Reporting Requirements 


Under paragraph 13(2)(a) of the Anti-Inflation Act, the Anti- 
Inflation Board is empowered to require the following persons to 
file information reports: 


(1) suppliers to whom the Guidelines apply; 


(2) persons, other than employees, to whom the Guidelines 
apply; 


(3) employee organizations representing employees to whom 
the Guidelines apply; and 


(4) any class of such suppliers, persons or employee 
organizations. 


The Board has established the reporting requirements outlined 
below for suppliers subject to Part 1 of the Guidelines. 
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B. Level I Suppliers - Designated by AIB 


C. Level 


D. Level 
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Certain designated suppliers, generally large corporations, are 
required to report to the Board as follows: 


(1) A Base Period Report which was to be filed with the Board 
byekebruuarye27 1976, or =4f not designated asLeveloL 
supplier by January 29, 1976 - within 45 days of being so 
designated. 


(2) A Compliance Period Report is to be filed with the Board 
within 45 days of the end of each fiscal quarter other than 
the last quarter in the fiscal year for which 90 days will 
be allowed to file the report. 


(3) A Price Pre-Notification Report is to be filed with the 
Board at least 30 days prior to certain price increases. 


Note: Level I suppliers will be notified that they have been so 
designated by way of direct communication from the Board. 


II Suppliers 


Suppliers whose gross revenue from operations in a compliance 
period is over $25 million and those suppliers who are ope- 
rating under Compliance Plans are required to report to the 
Anti-Inflation Board as follows: 


(1) A Base Period Report was to be filed with the Board by 
February 27, 1976 or - if not already a Level II supplier - 
within 45 days of so becoming. 


(2) A Compliance Period Report is to be filed with the Board 
within 45 days of the end of each fiscal quarter other than 
the last quarter in the fiscal year for which 90 days will 
be allowed to file the report. 


Note: In determining whether gross revenue from operations is 
$25 million, consolidated revenue must be used if 
consolidated reporting is followed and both export and 
domestic sales revenue is to be included. Refer to 
bulletin AI-2-P-Revised for additional information on 
consolidated reporting. 


For information on a Compliance Plan refer to bulletin 
AI-1-P-Revised. 


III Suppliers 


Level III suppliers include all other suppliers subject to the 
mandatory provisions of the Act except persons carrying on 
business in the construction industry who employ 20 or more 
persons but fewer than 500, to whom subparagraph 3(2)(a)(iv) of 


the Act applies. Since this latter group of suppliers may be 
asked to report in the future, they should ensure that records 
to demonstrate compliance are maintained. 


Level III suppliers are required to report to the Board as 
follows: 


(1) A Base Period Report was to be filed with the Board by 
Pebruary-2¢ 3, 1976. 


(2) A Compliance Period Report is to be filed with the Board 
within 90 days of the end of a compliance period. 


E. Construction Industry 
(1) Suppliers with 500 or more Employees 


All suppliers with 500 or more employees in the con- 
struction business must report. 


(2) Non-Residential Construction 


Suppliers who are subject to the mandatory provisions of 
the Anti-Inflation Act solely because they employ 20 or 
more persons but fewer than 500 persons and who do not 
engage in residential construction will not be required to 
report at this time. Such suppliers should, however, 
continue to abide by the general intent of the 
Anti-Inflation Program and ensure that price increases 
reflect only increases in costs. 


(3) Residential Construction 


The Board will now be designating and contacting certain 
suppliers in the residential construction industry having 
less than 500 employees who must begin reporting. In 
choosing these suppliers, the Board will ensure that it is 
able to monitor the housing construction industry in all 
important geographic areas. All such suppliers having more 
than 20 and less than 500 employees not so designated and 
contacted will not have to report at this time. However, 
these suppliers should continue to abide by the general 
intent of the program and ensure that price increases 
reflect only increases in costs. 
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Suppliers who Engage in Association Bargaining 


Suppliers who engage in association bargaining and who carry on 
business in the following industries: 


(1) the trucking industry; 
(2) the construction industry; 


(3) the shipping industry on the west coast of Canada, the 
Great Lakes or the St. Lawrence River; 


(4) the longshoring industry; and 
(5) the grain handling industry 


are subject to the mandatory provisions of the Act and 
Guidelines by virtue of Order in, Council P.C2 1976-910. 
Suppliers who are subject to the mandatory provisions of the Act 
and Guidelines solely by virtue of this Order in Council need 
not report at this time. They should, however, continue to 
abide by the general intent of the program and ensure that price 
increases reflect only increases in costs. 


. Board Options 


Depending on the circumstances, the Board may change the Level 
under which the supplier reports. The Board may specify future 
reporting requirements for private sector suppliers of commodi- 
ties or services who are declared by order of the Governor-in- 
Council to be of strategic importance to the containment and 
reduction of inflation in Canada, pursuant to subsection 12(2). 


H. Prenotification 
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Certain suppliers have been asked to provide the Board with 
thirty days or seven days advance notice of any price changes in 
specified products. The notice period is considered to commence 
on the day the Prenotification Report is received by the Board. 
Suppliers who have been so designated are required to file a 
Price Pre-Notification Report in Form AIB-13(Draft) with the 
Board either thirty days or seven days before the effective date 
of any proposed price increases. 


Proposed price increases which will take effect on a date which 
is 


- later than December 31, 1976 and 


- later than the beginning of the supplier's last fiscal quarter 
during which he is subject to Part 1 of the Guidelines 


should be reported in Form AIB-23 (see bulletin AI-31-P). 
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EXPORT SALES 

AI-7-P-Revised 

November 5, 1976 

This bulletin replaces AI-7 dated January 29, 1976 and AI-7-P- 


Draft Revised issued June 11, 1976. It is relevant in all com- 
pliance periods. 


Introduction 


While export sales are exempt from the application of Parts 1 
and 7 of the Anti-Inflation Guidelines, the Anti-Inflation Board 
is responsible for monitoring export sales and for ensuring that 
suppliers do not divert sales to the export market at the 
expense of an adequate domestic supply. In connection with its 
general responsibility for the enforcement of the Guidelines 
domestically, the Board is also responsible for ensuring that 
suppliers allocate costs and revenues to their domestic and 
export sales on a reasonable and consistent basis. To enable it 
to perform these duties, the Board requires certain information 
relating to export sales. This information is to be provided 
when suppliers file Base and Compliance Period Reports. 


Definitions 


(1) Export Sale, as defined in sections 3 and 83 of the 
Guidelines means: 


(a) the supply of a commodity by a supplier from a 
permanent establishment in Canada to any other person 
where the commodity is supplied: 

(i) by or on behalf of the supplier, or 
(ii) to another person who is resident in Canada and 
who resells the commodity without substantially 


changing the form thereof, 


for use or consumption outside Canada, 
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(2) 


(3) 


(b) the transfer or delivery of a commodity by a supplier 
from a permanent establishment in Canada to a 
permanent establishment maintained by him outside 
Canada, for use or consumption outside Canada, or 


(c) the supply of a commodity by a supplier where the 
commodity is produced from a base or precious metal 
deposit to the extent that 


(i) the supply to any other person is made for 
processing in Canada by that person to the prime 
metal stage or its equivalent, 


(ii) the supply is at a price or prices determined 
under a formula based on international prices of 
the commodity, and 


(iii) the commodity is supplied for use or consumption 
outside Canada. 


"Substantially changing the form thereof" has the same 
meaning for the purposes of the definition of "export sale" 
as for the definition of "distributor" in sections 3 and 83 
of the Guidelines. This phrase is fully explained in 
bulletin AI-10-P-Revised. 


A supplier can sell a commodity to a person who is resident 
in Canada and treat the transaction as an export sale as 
long as the buyer is acting as a distributor of the commod- 
ity who resells it for use or consumption outside Canada. 
However, if the buyer incorporates that commodity as a 
component or sub-assembly into another commodity before 
reselling it for use or consumption outside Canada, only 
the second transaction can be considered an export sale. 


"Permanent establishment" is defined in sections 3 and 83 
of the Guidelines as having the same meaning as in 
subsection 400(2) of the Income Tax Regulations. 


In general, it means the fixed or principal place of 
business of the supplier. If business is carried on 
through an agent or employee who is established in a 
particular place with general authority to contract on 
behalf of the supplier or who has a stock of merchandise 
owned by the supplier from which the supplier or agent 
regularly fills orders, the supplier is deemed to have a 
permanent establishment in that place. A supplier is also 
deemed to have a permanent establishment in a place where 
he uses substantial machinery or equipment. 


The fact that a supplier has dealings with a business 
agent, broker or independent agent, maintains an office 
solely for the purchase of merchandise, or has a subsidiary 
Operating in a particular place does not necessarily mean 


that the supplier has a permanent establishment in that 
place. 


C. 


D. 


Cost 


To the extent that this definition conflicts with taxation 
agreements or conventions concluded with the governments of 
other countries, the amended definitions will take precedence. 
For further information, consult Interpretation Bulletin IT-177R 
issued by the Department of National Revenue, Taxation. 


Note that services supplied abroad by Canadian residents are not 
considered export sales for the purposes of this definition. 


Exception 


In general, if a supplier sells a commodity to a resident of 
Canada, and that person changes the form of the commodity 
substantially before reselling it outside Canada, only the 
second transaction is considered an export sale. 


The only exception to this rule is outlined in paragraph (c) of 
the export sale definition. If the commodity is produced from a 
base or precious metal deposit, the first sale may be considered 
an export sale under certain circumstances. 


To qualify for this exception the supplier must price the 
commodity according to a formula based on the international 
price of the commodity. Furthermore, the purchaser may process 
it only to the prime metal stage or its equivalent and must: then 
resell it for use or consumption outside Canada. Under these 
circumstances both the original supplier and the processor may 
treat the sale of the unprocessed commodity as an export sale. 


Allocation 


Suppliers must distinguish export sales from domestic sales and 
assign costs and revenues to each on a reasonable basis. 
Revenues and costs that are clearly attributable to one category 
or the other should be assigned accordingly. Other costs which 
cannot be easily distinguished should be allocated on a 
reasonable basis. 


It is the Board's view that a firm which supplies the same 
product in both the export and domestic markets should generally 
demonstrate compliance with the Guidelines on the basis of the 
same average costs for that product in both markets. In 
circumstances in which these costs differ, suppliers should be 
prepared to submit detailed information supporting the cost 


differential. 


Suppliers must use a consistent approach in allocating costs in 
base and compliance periods. 
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Optional Inclusion of Export Sales under Domestic Guidelines 


Starting in the first compliance period to which Part 7 of the 
Guidelines applies, suppliers may, if they so choose, treat all 
of their export sales as domestic sales. Excess revenue will 
then be calculated on the basis of total sales rather than 
domestic sales. Suppliers wishing to make this election must do 
so when filing their Base Period Reports in form AIB-21. Al- 
though suppliers who exercise this option must generally adhere 
to it for the duration of the program, a supplier who finds that 
both the share and nature of his export sales change 
significantly may ask the Board for permission to segregate his 
export and domestic sales. In such a case, the Board will 
require him to file amended Base and Compliance Period Reports. 


Pricing 


Whether or not they separate export and domestic sales, sup- 
pliers may follow international prices in the international 
market but must set prices in accordance with the Guidelines in 
the Canadian market. This may result in two prices being 
charged for the same commodity. In exceptional cases such a 
two-price system may require review, but the Board's view is 
that such circumstances will be rare. However, if a supplier 
encounters or clearly foresees serious difficulties with a 
two-price system, he should apply to the Board for review. 


Diversion of Supply 


Suppliers should note that the Guidelines contain provisions 
concerning the diversion of supply from the domestic to the 
export market. Under paragraphs 9(b) and 91(c) a supplier who 
voluntarily reduces his domestic sales volume and increases his 
export sales volume of a product must include as excess revenue 
in any compliance period an amount equal to the adjusted 
operating profits attributable to that portion of his export 
sales that were diverted from the domestic market. 


Where significant changes in export and domestic sales shares 
occur and the domestic supply of a commodity is impaired, the 


Board may take steps to clarify the nature and causes of these 
changes. 


Investment 


The Board has a general duty to monitor the investment levels of 
suppliers whose revenue on their export sales is in excess of 
the amount which would be permitted under the domestic 
Guidelines. The Board is particularly interested in examining 
the amount of such "excess export revenue" which is being 
generated and the degree to which that revenue is being 


reinvested in Canada. In this regard, suppliers should 
carefully complete the "Investment" schedule in the 
Base and Compliance Period Reports. 
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Technical Bulletin: 
Prices and Profits 


Subject: 


INTEREST AND DIVIDEND INCOME 

AI-8-P-Revised 

November 5, 1976 

This bulletin replaces AI-8 dated February 15, 1976 and AI-8-P- 
Draft Revised issued June 30, 1976. It is relevant in all com- 


pliance periods. 


This bulletin outlines the circumstances in which interest and 
dividend income must be included in gross revenue from 
operations. 


A. Interest Included 


Interest earned in the normal course of business is included in 
a supplier's gross revenue from operations. This generally 
includes interest earned by financial institutions, insurance 
companies, suppliers with established consumer credit plans, and 
interest charged on amounts due from customers at rates 
determined by the supplier. 


B. Interest Excluded 


Some suppliers may derive interest income from sources which are 
not so readily identified with the normal course of business. 

To exclude such interest income from gross revenue from opera- 
tions in a base or compliance period, a supplier must be able to 
establish that the investment yielding such interest income was 
made from funds that were clearly in excess of his requirements 


for the period. 


If allowable costs in any base or compliance period include 
financing costs and interest paid on bank or other loans used 
for current operations, only interest income in excess of such 
expenses may be excluded from gross revenue from operations on 
the grounds that it was not earned in the normal course of 


business. 
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C. Dividends Included 


Gross revenue from operations includes dividends received or 
receivable in the normal course of business. Suppliers such as 
stockbrokers, investment dealers, insurance companies and finan- 
cial intermediaries are generally expected to include dividends 
in gross revenue from operations. 


Dividends means cash dividends from Canadian and foreign 
companies, regardless of the taxability of such dividends. 


D. Dividends Excluded 


There are two circumstances under which dividends received or 
receivable in the normal course of a supplier's business may be 
excluded from gross revenue from operations: 


(1) A supplier who is required to include dividend income in 
his gross revenue from operations but who owns directly or 
indirectly more than 25 per cent of the voting shares in a 
corporation associated with the supplier for the purposes 
of the Anti-Inflation Act may exclude the dividends 
received from the corporation if: 


(a) the other corporation includes in its gross revenue 
from operations any dividends and interest it receives 
in the normal course of business, and 


(b) no portion of the dividends or interest the other 
corporation received or earned was derived from funds 
advanced by the supplier or by companies associated 
with the supplier during the compliance period. 


(2) Stock dividends and amounts received on the redemption or 
cancellation of shares are not included in gross revenue 
from operations irrespective of the fact that all or a 
portion of these amounts may be considered dividends 
subject to the Dividend Guidelines (Part 3). 


Where dividend income is excluded from gross revenue from 
Operations, any financial costs incurred to acquire the shares 
from which the dividend income is derived (such as interest on 
borrowed funds) must be excluded from allowable costs. 
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Technical Bulletin: 
Prices and Profits 


Subject: 


DEFINITION OF "DISTRIBUTOR" IN SECTIONS 3 AND 83 OF THE 
ANTI-INFLATION GUIDELINES 


AI-10-P-Revised 
November 5, 1976 


This bulletin replaces AI-10 dated February 15, 1976. It is 
relevant in all compliance periods. 


A. Introduction 


This bulletin sets out the views of the Anti-Inflation Board on 
the type of business operation which falls within the definition 
of "distributor" in sections 3 and 83 of the Anti-Inflation 
Guidelines. In assessing the implications of this bulletin in 
compliance periods which begin on or before October 14, 1976, 
suppliers affected by it should consult bulletin AI-4-P-Revised, 
particularly the portion entitled "Suppliers with Different 
Types of Operations". 


B. Substantial Change in Form 


The Board generally takes the view that any change which alters 
the market in which the product may be sold or the purpose for 
which it is customarily used is a substantial change in form. 
Such a change could be a change in the physical or chemical form 
or properties of the product, or in its wrapping or packaging. 
Manufacturing or processing activities which are or, if they 
otherwise qualified, would be subject to taxation at a reduced 
rate under section 125.1 of the Income Tax Act will generally 
not be regarded by the Board as distribution operations. 


The breaking of bulk and repackaging will generally not be 
considered by the Board to be a distribution operation because 
it is considered by the Department of National Revenue to be a 
processing operation eligible for the reduced rate of tax. 
Operations which change a product through shaping, stamping, 
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dyeing, dehydration or milling will not be considered to be 
distribution operations for the same reason. 


A supplier who is commonly known as a jobber, wholesaler or 
retailer will be regarded as a distributor in respect of these 
activities if he is able to certify to the Board that such 
activities are not being taxed at a reduced rate under section 
12>... ot the income: laxenct. 


"De Minimis" Rule 


Suppliers who are primarily distributors but who operate a small 
non-distribution business to supply their distribution business 
may treat their entire business as a distribution business if 
they meet the requirements set out in bulletin AI-4-P-Revised. 


In compliance periods commencing after October 14, 1976 sup- 
pliers with small distribution or non-distribution businesses 
are required to treat these businesses as part of their 
principal business. Subsection 88(2) provides that a supplier 
who derived not more than the lesser of 


(1) 10% of his gross revenue from operations, or 
(2) $5 million gross revenue from operations 


from a part of his business in the last fiscal period in his 
base period must include those operations in the other part of 
his business. 


. The Supply of Services 


The distribution provisions of the Guidelines are intended to 
deal with wholesalers, retailers and jobbers of commodities. In 
general, the Board will not consider the supply of services to 
be a distribution activity. 


For the supply of a service to be considered by the Board to be 


the distribution of that service all the following conditions 
must be met: 


(1) To the extent that the supply of a commodity is an 
integral part of the supply of a service, the commodity 
must not undergo a substantial change in form in the 
course of the supply of the service. 


For example, a restaurant may be said to be a service 
business. However, such a business may not, in the 
Board's view, be said to be a distribution business 
because the food which is supplied as an integral part 
of the service undergoes a substantial change in form 
in the course of supplying the service. 


(2) The service must be purchased and resold by the 
supplier. A supplier who acts as agent for the person 
who actually creates or performs the service will not 
be considered a distributor of such a service. 


(3) The service must not, in the course of its supply, 


undergo a change which, by analogy, may be said to be a 
substantial change in form. 


For example, a supplier who hires workers and buys 
material and then supplies a building maintenance 
service will not be considered a distributor of such a 
service because of the managerial and commercial input 
of the supplier to the service. 
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Technical Bulletin: 
Prices and Profits 


Subject: LONG-TERM AGREEMENTS ENTERED INTO PRIOR TO OCTOBER 14, 1975 


No: AI-]2-P-Revised 
Date: November 5, 1976 
Note: This bulletin replaces bulletin AI-12 dated March 5, 1976. It 


is relevant in all compliance periods. 


A. Introduction 


All of a supplier's business activities during a compliance 
period must be considered when assessing his compliance with the 
Anti-Inflation Guidelines. The date upon which the supplier 
agreed to supply the products or render the services which were 
actually supplied or rendered during the compliance period is 
not relevant. 


B. Compliance Periods Commencing On or Before October 14, 1976 


Some suppliers may find themselves in an excess revenue position 
at the end of a compliance period and unable to meet the 
Compliance Plan parameters set out in bulletins AI-l1-P Revised 
and AI-34-P because of the proportion of that segment of their 
business which is generating excess revenue that is being 
carried on under agreements entered into before October 14, 1975, 
and because of the term or duration of these agreements. These 
will be agreements under which the supplier was bound before 
October 14, 1975 to supply a service or commodity after that 
date at a price which is either fixed directly in the agreement 
or determinable by reference to factors or a formula set out in 
the agreement which is beyond the control of the parties to the 
agreement. The purpose of this bulletin is to indicate that the 
Board anticipates this type of situation and is prepared to deal 
with it in a reasonable manner. 


While the Board's first preference will always be a Compliance 
Plan which follows the outline set out in bulletins AI-1-P- 
Revised and AI-34-P there may be instances where adherence to 
such a plan would be unduly onerous for a supplier. Where a 
supplier can show that the entire excess revenue for a segment 
of his business is the result of transactions covered by a con- 
tract signed before October 14, 1975, and that the terms in that 
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contract were the cause of the excess revenue, the Board is 
willing to consider departures from the requirements set out in 
the Guidelines and bulletin AI-1-P-Revised. 


In this instance the Board will allow: 
(1) a supplier to offset the excess revenue by price reductions 
or cost absorption in other segments of his business even 


though this is not generally allowed: 


(2) an extension beyond two fiscal quarters for the period 
during which a Compliance Plan is in effect. 


The appropriateness of these or other possible modifications 
will be the subject of a case assessment by the Board. 


Compliance Periods Commencing After October 14, 1976 


The principles set out above will be applicable with respect to 
excess revenue arising under Part 7 of the Guidelines. However, 
because compliance with Part 7 is determined on the basis of 
overall net margin restraints rather than product or product 
line calculations as may be the case under Part 1, the Board 
will be less inclined to deviate from the Compliance Plan 
parameters applicable in respect of excess revenue earned in 
these compliance periods. 


Technical Bulletin: 
Prices and Profits 


Subject: 


RESTRICTED EXPENSES 

AI-13-P-Revised 

November 5, 1976 

This bulletin replaces AI-13 dated May 17, 1976 and AI-13-P- 
Draft Revised issued June 11, 1976. It is relevant in all 
compliance periods. 

Certain types of business expenses are identified as "restrict- 


ed'"' under sections 3 and 83 of the Guidelines. This bulletin 
defines the restrictions more fully. 


A. General 


The purpose of restricting certain expenses is to prevent sup- 
pliers from avoiding excess revenue by increasing their discre- 
tionary spending to levels which are inconsistent with their 
past practices. 


Because the Board recognizes that in some circumstances a change 
from previous practice may be perfectly legitimate, subsections 
8(4) and 89(2) of the Guidelines provide for relief from the 
limitation in certain cases. A supplier whose restricted 
expenses exceed the allowable amount should, if he feels that 
the excess can be justified under subsection 8(4) or 89(2), 
attach detailed calculations justifying the excess expenditure 
to his Compliance Period Report. However, until the Board 
accepts the justification, the excess restricted expenses should 
not be included in allowable costs. 


B. Nature of Restriction 


Under sections 3 and 83 of the Guidelines all restricted 
expenses are allowed in the base period and should be included 
in allowable costs. The restriction takes effect in the 
compliance period. Total restricted expenditures in a compliance 
period can increase over restricted expenses incurred in the 
base period only by the same percentage that gross revenue from 
operations increases over the corresponding base period amount. 


For activities covered by Parts 5 or 6 of the Guidelines, 
restricted expenses may grow at the same rate as that of assets 
used to earn adjusted operating profits. 
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Expenditures can be shifted from one kind of restricted expense 
to another as long as the total does not exceed what the 
Guidelines permit. 


During a compliance period a supplier may wish to increase his 
restricted expenditures in a product line or part of his 
business and make compensating decreases elsewhere. Such shifts 
may be made without regard to the supplier's corresponding base 
period restricted expenditures as long as his total restricted 
expense limit is not exceeded and consistent accounting 
practices are maintained between the base and compliance 
periods. 


Transitional Rules 


Changes affecting the treatment of charitable donations and 
research and development expenditures were announced by the 
Minister of Finance in May, 1976. As a result, certain transi- 
tional problems may occur in comparing compliance period and 
base period expenditures. The Board will deal with these 
problems as follows: 


(1)” Restricted expense limitation) factor: Palais factonsas 
reported in the Base Period Report, in Form AIB-1l, will 
provide the formal basis for assessment of compliance in 
all compliance periods beginning on or before October 14, 
1976. Suppliers must revise this factor for use in 
subsequent compliance periods to correspond to the changes 
announced on May 25, 1976. The revised factor should be 
reported in the new Base Period Report in Form AIB-21. 


(2) If a supplier earns excess revenue because he has exceeded 
his restricted expense limit in the compliance period which 
includes May 25, 1976 and any subsequent compliance period 
beginning on or before October 14, 1976: In such case he 
may include, as allowable costs, excess restricted expendi- 
tures made for charitable donations and scientific research 
expenditures of a current nature (referred to in section 37 
of the Income Tax Act). Suppliers who find themselves in 
this situation must recalculate their restricted expense 
limitation factors. Details of the recalculation should be 
attached to the first Compliance Period Report in which the 
amended definition is used. 


(3) Suppliers who are filing a Base Period Report in Form 
AIB-11 Revised: Such suppliers should generally use the 
amended definition of restricted expenses when calculating 
their restricted expense limitation factors. However, if 


the original definition is used, this should be clearly 
indicated on the form. 


Be 


Ee 


Be 


Identification of Restricted Expenses 


In determining what expenditures fall within the definition of 
restricted expenses, suppliers should be guided by the way in 
which they identified expenses for accounting purposes during 
their base period. The Board will look to the practice of sup- 
pliers during the base period in evaluating their activities 
during a compliance period. 


Government grants which have been received by a supplier for 
purposes of defraying research and development, manpower re- 
training or other restricted expenses should be accounted for in 
the same manner in the base and compliance periods. If a 
supplier treated these grants as revenue in the base period, he 
should continue to do so in all compliance periods. If he 
treated grants as a reduction of expense or capital cost in the 
base period, he should do so in all compliance periods. 


Outlays that would otherwise be restricted expenses may be 
capitalized or deferred if such items are normally treated in 
this manner and were dealt with in this way during the base 
period. In such circumstances, the Board will not require the 
resulting amortized amounts to be included in the supplier's 
restricted expenses. 


Advertising, Promotion and Public Relations Expenses 


This category includes outlays and expenses for the purpose of 
advancing a supplier's business or bringing it to the attention 
of the public either by reference to an individual product or 
the name of the supplier generally. The cost of public con- 
tests, prizes, receptions and entertainment for these purposes 
should be included in this category. 


Coupons, extra or added product, '"2-for-1 sales" or similar 
promotional price reductions may be treated as sales discounts 
rather than expenses. However, the cost of advertising such 
items should be treated as a restricted expense. 


Items which serve a purpose other than promotion or advertising 
need not be included in this restricted expense category. 
Examples are business cards, labels, building signs, employment 
advertising, catalogues, price lists and financial reports. 


Plant and Office Re-Arrangement, Moving, Landscaping 
and Decorating Expenses 


(1) Plant is considered to include land, buildings, machinery 
and fixtures employed in carrying on a trade or business 
whether owned or leased. 
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(2) Re-arrangement costs include: 


(a) costs of moving equipment, fixtures, furniture, etc., 
within a plant site and ancillary costs connected 
therewith; 


(b) costs of re-arranging offices such as moving walls, 
desks, filing cabinets, computers, etc.; 


(c) costs of re-arranging store displays, counters 
shelving, etc. 


(3) Moving includes the cost of moving a plant or part there- 
of from one site or location to another. The expenditures 
associated with the relocation of staff in the ordinary 
course of a supplier's business are not restricted 
expenses. 


(4) Decorating means all costs incurred to change the 
appearance of a building or any of its parts, whether to 
the interior or exterior, and includes the cost of 
painting, rugs, drapes, plants and other such items. 


The Board realizes that certain types of suppliers, parti- 
cularly those operating in the retail business, may experience 
pronounced fluctuations in the level of their restricted 
expenses for these purposes and will have regard for this fact 
in evaluating compliance by such suppliers. 


Research, Development and Similar Expenses 


Current expenditures for scientific research which are 
deductible from income under section 37 of the Income Tax Act 
are restricted expenditures only in compliance periods prior to 
the one which includes May 25, 1976. 


Such expenditures may be included in allowable costs in any 
subsequent compliance period to the extent that they are 
incurred and booked as an expense in that period. For more 
information on the type of expenditure which qualifies for this 
exception from the restricted expense provisions of the 
Guidelines, see Part XXIX of the Income Tax Regulations and 


Interpretation Bulletin IT-151R, Department of National Revenue, 
Taxation. 


Research and development expenses in general need not be treated 
as restricted expenses by a firm whose principal business is 
research and development unless the firm is consolidated for 


reporting purposes with another firm whose principal business is 
not research and development. 


H. Management Fees 


In this area, the Board will be influenced by a supplier's 
characterization of expenses during his base period in 
determining whether or not fees are in fact management fees, 
particularly where they are payable to a person with whom the 
supplier does not deal at arm's length. 


Any such fee type expenses, whether incurred as management fees, 
or by an arrangement such as commission on sales, percentage of 
profit transacted on business, etc., between two parties not 
dealing at arm's length are regarded as restricted expenses. 
This also includes fees paid for administration, technical 
assistance and accounting. 


There are two exceptions to the above set out in the Guidelines: 


(1) A fee as outlined above paid for a specific service (e.g. 
auditing, management consulting) which is payable to a 
person whose ordinary business is supplying such a service, 
such as a public accountant, management consultant, engi- 
WKXe 5 Gea e 


(2) That portion of any fee not incurred in circumstances out- 
lined in (1) above to the extent that it is a reimburse- 
ment of actual expenses incurred by the person providing 
the service. For example, a parent company which sends one 
of its accountants to provide assistance to a subsidiary 
firm could bill the subsidiary for the accountant's salary 
for the time he was working at the subsidiary's place of 
business along with travelling expenses. That fee would 
not be a restricted expense to the subsidiary company. 


Because expenditures of this type are not restricted 
expenses, they may be included in allowable costs without 
reference to the restricted expense provisions of the 
Guidelines. 


I. Charitable Donations 


Donations to charities registered under the provisions of the 
Income Tax Act or to other non-profit organizations whose 
objects are of a charitable, religious, cultural or civic nature 
are restricted expenditures only in compliance periods prior to 
the one which includes May 25, 1976. In all subsequent compli- 
ance periods they may be included in allowable costs. 


J. Political Contributions 


Political contributions have been added to the list of restric- 
ted expenses and are to be treated as such in all compliance 
periods. These include expenses of a supplier which result from 
contributions to a recognized political party or a candidate for 
federal, provincial or municipal elected office. 
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Educational, Convention and Training Expenses 


This category includes fees paid to institutions for education 
and training, or to reimburse employees for fees which they paid 
directly. 


Expenses incurred in attendance at conventions are restricted. 
Intra-company meetings seminars and courses will not be 
considered as conventions as far as employees’ expenses are 
concerned. However, they may be considered training and 
retraining expenses depending on the nature of the meeting. 


Costs normally borne by a training department of a firm that 
devotes its time and resources to the training of employees are 
considered to be training or retraining expenses. These 


include: trainers' salaries, rental of equipment and premises, 
printinescosts for training materials, cost ol texts. wand 
lecturers’ and consultants' fees. If no training department 


exists, but training is carried out via seminars or other 
methods, whether in-house or otherwise, the costs directly 
associated with these activities will be considered training 
expenses. 


The cost of on-the-job training done by someone whose principal 
job is not training - e.g. by a foreman - is not considered a 
training expense. 


Training and convention expenses are also referred to in section 
63 of the Guidelines. Whether or not expenses are prohibited by 
that section, they will form part of "restricted expenses" for 
the purpose of Part 1 of the Regulations if they meet the 
conditions outlined in this bulletin. 


Technical Bulletin: 
Prices and Profits 


Subject: ALLOWABLE COSTS: EXTRAORDINARY AND ARTIFICIAL ITEMS 


No: AI-14-P-Revised 
Date: November 5, 1976 
Note: This bulletin replaces AI-14-P dated April 12, 1976. It is 


relevant in all compliance periods. 


This bulletin sets out the Anti-Inflation Board's interpretation 
of the terms referred to in paragraphs (e) and (f) of the 
definition of allowable costs in section 3 and 83 of the Anti- 
Inflation Guidelines: extraordinary items and artificial items. 


A. Underlying Principle 


All financial information used by a supplier in demonstrating 
compliance with the Guidelines must be based upon and reconciled 
to his audited financial statements. The Board will deviate 
from this principle only when a supplier demonstrates 
unequivocally that audited financial statements do not fairly 
represent his operations during the period for which information 
is being provided. 


The Board has taken this position for a number of reasons. 
First, the Board feels that audited financial statements provide 
the sort of consistent and independent assessment of a sup- 
plier's base and compliance period operations which is essential 
to a fair and equitable evaluation of a supplier's compliance 
with the Guidelines. Second, as regards base period informa- 
tion, the Board gives substantial credence to financial state- 
ments prepared prior to the announcement of the program. Final- 
ly, the Board wishes to minimize the administrative burden on 
suppliers which arises solely from the program and audited 
financial statements are the most commonly available source of 
data. 


B. Extraordinary Items 


It is the Board's view that the exclusion from allowable costs 
provided for in paragraph (e) of the definition of allowable 
costs should be interpreted strictly in accordance with the 
definition of extraordinary items included in Section 3480 of 
the handbook of the Canadian Institute of Chartered Accountants. 
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All three conditions set out in paragraph (e) of the allowable 
costs definition must be met before an item becomes eligible for 
exclusion from allowable costs as an extraordinary item. 

Amounts which result from rare or unusual circumstances or which 
are abnormal in size are not considered by the Board to be 
extraordinary items when they are the result of occurrences 
whose underlying nature is consistent with a supplier's 
customary business activities. 


When completing Base and Compliance Period Reports, a supplier 
must not enter any deduction for extraordinary items under the 
"Calculation of Allowable Costs" heading unless: 


(1) the item was shown as an extraordinary item on his audited 
financial statements, or 


(2) the supplier has first received the approval of the Board 
for such a deduction. 


Ge Areritceiale items 
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The Board regards the adjustment to allowable costs provided for 
in paragraph (f) of the definition of allowable costs as being 
in the nature of an anti-avoidance provision. This paragraph is 
not regarded as an extension or liberalization of the definition 
of extraordinary items. Accordingly, this provision will be 
invoked by the Board in situations where there is evidence that 
suppliers have departed from historical business practices for 
other than good business reasons and to avoid the spirit of the 
Guidelines. This provision should not be invoked by suppliers. 
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Subject: LAND - SUBSTITUTED COST METHOD 


No: AL L6=P 
Date: November 5, 1976 
Note: This bulletin replaces AI-16-P-Draft issued June 11, 1976. It 


is relevant in all compliance periods. 


While the references made in this bulletin are to provisions of 
Part 7 of the Anti-Inflation Guidelines, the comments made are 
equally applicable to compliance periods commencing on or before 
October 14, 1976. The references to subsections 90(1), (2) and 
(3) in such cases should be read as references to subsections 
SC6)", (7) and (8) of Part 1. 


A. Introduction 


Although the Guidelines as they were originally worded did not 
specifically refer to land, suppliers were and continue to be 
subject to price and profit restraint in respect of land sold 

in the ordinary course of their businesses. Difficulties have 
arisen in determining a suitable base for land profits because 
of the variability of reported profits from year to year 
resulting from the accounting rule of recognizing profit only at 
the time of realization. The special provisions contained in 
section 90 are intended to deal with this problem. 


B. Application and Basis for Demonstration of Compliance 


Section 90 permits a supplier to use an alternative method for 
determining his profit from sales of land. If a supplier uses 
the alternative method in any compliance period he must use it 
in all compliance periods (paragraph 90(2)(b)) and must 
determine his base period profits in a corresponding manner. 


Because the calculation of base period data with respect to the 
supply of land for five fiscal periods may be onerous for some 
suppliers, and because Part 7 of the Guidelines allows a 
supplier to demonstrate compliance on the basis of a one year 
base period during compliance periods which commence after 
October 14, 1976, the Board is prepared to permit construction 
firms who supply land to use the last completed fiscal period 
prior to October 14, 1975 that includes 183 days or more as 
their base period for the purposes of Part 1. Suppliers using 
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this base must use the last fiscal year ended prior to May l, 
1976 that contains 183 days or more as their base period for 
purposes of Part 7. Suppliers choosing to demonstrate Part 1 
compliance on their construction industry product lines in this 
way will be required to do so on the basis of 85% of their base 
year pre-tax net profit margins, rather than 952. 


Substitution - Land Disposed of During the Base Period 


Paragraph 90(2)(a) sets out the adjustments which a supplier who 
has elected to use the substituted cost method must make in 
order to determine his base period profit margin in respect of 
land. The nature of the adjustment depends upon whether or not 
the supplier physically improved the land before disposing of 
it. For these purposes, physical improvement includes both the 
installation of services and the construction of buildings or 
other structures. The substitutions are as follows: 


(1) Land Physically Improved by the Supplier-subpara. (i) 


(a) Remove from allowable costs in the base period all 
costs of acquiring, financing and developing land 
disposed of by the supplier during that period, and 


(b) Add to allowable costs the fair market value of such 
land at the time physical improvement was commenced by 
him. 


(2) Land Not Physically Improved by the Supplier-subpara. (ii) 


(a) Add to allowable costs in the base period the adjusted 
operating profit realized on land disposed of by the 
supplier during that period so that the base period 
profit on such land is eliminated. 


Substitution - Land Disposed of During the Compliance Period 


The adjustments to allowable costs which must be made in all 
compliance periods by a supplier who has elected to use the 
substituted cost method are set out in subsection 90(1). The 
nature of the amounts added to and deducted from allowable costs 
depends upon whether the land disposed of during the compliance 
period was owned by the supplier on October 13, 1975. The 
substitutions are as follows: 


(1) Land Owned on October 13, 1975-paragraph (a) 
(a) Remove from allowable costs all acquisition, 


financing, development and servicing costs incurred 
prior to October 14, 1975 in respect of the land, and 


Es 


(2) 


Valuations 


(1) 


2) 


(3) 


(b) Add to allowable costs the amount that would have been 
the fair market value of the land in the state of 
improvement it was in on October 13, 1975 if, on that 
day, the land had been zoned as it was on the day it 
was supplied. 


The reference to ''zoned'"' in the Guidelines is 
interpreted by the Board as including all government 
approvals required as part of the development process, 
such as approvals for the purpose of provincial 
planning or land use control statutes, or municipal 
zoning bylaws. 


Land Acquired at Arm's Length after October 13, 1975 


paragraph (c) 


Use as the allowable cost of acquisition of the land the 
greater of: 


(a) the actual cost of acquisition, and 


(b) the fair market value of the land on October 13, 1975 
as if on that day the land had been zoned as it was 
when it was supplied and in the state of physical 
improvement it was when it was acquired by the 
supplier. 


Land Component Only 


Since the substituted cost method is applicable only to 
land, the required valuations should reflect only the land 
component of the property and no valuation should be made 
of buildings situated on the land. 


Alternative Method 


To ensure that October 13, 1975 valuations fully reflect 
the cost of development and servicing work performed before 
October 14, 1975, an acceptable alternative valuation would 
be the sum of: 


(a) the zoned equivalent value of comparable raw land, as 
would be determined under paragraph 90(1)(a), and 


(b) the costs incurred before October 14, 1975 to develop 
and service, but not to finance, the land. 


Appraisals 


Since the operation of the substituted cost method involves 
valuations of real estate under hypothetical circumstances, 
suppliers who use the method may be asked to produce a 
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valuation report of an accredited real estate appraiser. 
Subsection 90(3) authorizes the Board to select the 
appraiser, if it seems desirable to do so. 


Non-Arm's Length Transactions (paragraphs 90(1)(b) ari 90(2)(c)) 


Special rules are provided for non-arm's length compliance 
period land sales to persons who are subject to the mandatory 
application of the Guidelines. Under such circumstances, the 
purchaser is treated as having acquired the land at a cost 
equivalent to the October 13, 1975 fair market value of compa- 
rable land on the assumption that it was then zoned and regis- 
tered in the same fashion as it was at the time of eventual sale 
by him. The vendor is considered to have sold the land to the 
purchaser for proceeds equivalent to his substituted cost. The 
effect of these rules is to provide a "rollover" for non-arm's 
length land transactions between persons subject to the 
Guidelines. 


This "rollover'' does not apply where the non-arm's length sale 
is made to a person who is not mandatorily subject to the 
Guidelines. 


Ll lustration 


The example set out on the following pages illustrates the 
operation of the substituted cost method. For purposes of the 
example the supplier has been assumed to be involved in three 
types of development and construction operations: 


- the purchase and resale of raw land without physical 
improvement (referred to as "Raw Land") 


- the purchase of raw land and resale of serviced lots, 
(referred to as "Serviced Land Not Built Upon") and 


- the purchase of serviced lots and resale after construction of 
buildings (referred to as "Land & Buildings") 


While the use of historical or actual costs would have given 
rise to excess revenue, the substituted cost method has not. As 
can be seen, the use of the substituted cost method permits a 
supplier to price in such a way as to recover the sum of his 
October 13, 1975 value, his subsequent costs and a modified base 
profit without violating the Guidelines. 
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ASSESSMENT OF COMPLIANCE 


Net Margin Percentage 
Target Net Margin Percentage 
Target Margin Factor 
Allowable Costs 

Target Operating Profit 
Adjusted Operating Profit 


EXCESS REVENUE 


ACTUAL 
METHOD 


aye ei Sve LV 


- 2048 


$12,750,000 
So. Old 5200 
3,250 ,000 


$ 638,800 


SUBSTITUTED 
METHOD 


-0892 


$14,700,000 
S 133113240 
1,300 ,000 


NIL 
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COMPETITIVE BIDDING IN THE CONSTRUCTION INDUSTRY 


yo el BF ea 2 


November 5, 1976 


This bulletin replaces AI-17-P-Draft issued June 11, 1976. It 
is relevant in all compliance periods. 


Introduction 


Gener 


Paragraphs 4(2)(h) and 84(2)(h) of the Anti-Inflation Guidelines 
provide that a supplier carrying on business in the construction 
industry may choose to have all his construction operations 
carried on under competitively bid contracts exempted from Parts 
1 or 7 of the Guidelines. The purpose of this bulletin is to 
elaborate upon the types of contracts and suppliers eligible for 
this exemption and to deal with certain matters which arise from 
the announcement on May 25, 1976 by the Minister of Finance 
making the exemption available to suppliers with 500 or more 


employees. 


al Principle 


The purpose of the competitive bidding exemption is to remove 
from restraint that part of a supplier's business in which 
competitive conditions in the market place will ensure results 
similar to the effects of the Anti-Inflation Program. There 
will be instances where a supplier with a competitive bidding 
exemption will be in a position to take advantage of this 
exemption to widen his profit margin. Suppliers are not 
expected to utilize this exemption for this purpose. In parti- 
cular, where the Anti-Inflation Program results in lower than 
expected increases in costs, suppliers will be expected to 
ensure that these savings are passed on to the consumer. The 
Board will be monitoring suppliers and will identify suppliers 
who fail to adhere to this general principle. 


Contracts to Which Paragraphs 4(2)(h) and 84(2)(h) Apply 


The three essential characteristics of the bid or tender compe- 
titions giving rise to exempt operations are that they must be 
bona fide, secret, and include more than one supplier who deals 
at arm's length with all other bidders and with the owner. 
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These provisions, outlined in paragraphs 4(2)(h) and 84(2)(h), 
are designed to ensure that the exemption applies only to 
construction contracts obtained under conditions of competitive 
bidding. All business carried on under a contract which meets 
these conditions is exempt from the Guidelines. Suppliers 
should however, be prepared to provide the Board with details of 
the business for which they are claiming exemption under these 
provisions. 


. Suppliers to Whom Paragraphs 4(2)(h) and 84(2)(h) Apply 


This exemption from Parts 1 and 7 of the Guidelines is only 
available to those suppliers that carry on business in the 
construction industry, as defined in sections 3 and 83. A 
supplier of materials, such as a supplier of cement, may not 
take advantage of this exemption. 


The exemption was previously available only to those suppliers 
employing less than 500 people in Canada. Paragraph 4(2)(h) has 
been amended to extend, the exemption to all suppliers carrying 
on business in the construction industry for all compliance 
periods. 


"De Minimis" Rule 


Where in any compliance period a supplier who carries on 
business in the construction industry who has elected to avail 
himself of the competitive bidding exemption can demonstrate 
that less than the lesser of 


(a) 5% of his gross revenues from operations from con- 
struction industry business, both exempt and non- 
exempt, and 


Cb) SS>million 


has arisen from construction industry business which is not 
eligible for the competitive bidding exemption, all of the 
supplier's construction industry business will be considered by 
the Board to be exempt from the Guidelines for that compliance 
period. Such suppliers should, however, continue to follow the 
appropriate reporting requirements. As well, they should be 
prepared to provide the Board with details on the business which 
they are treating as exempt as a result of the "de minimis" 
rule. 


Selection of Base Periods 


Under paragraphs 4(2)(h) and 84(2)(h), a supplier must elect 
whether or not he will avail himself of the exemption "for all 
compliance periods". The Board is prepared to permit those 
suppliers who have already filed reports for the purposes of 
Part 1 of the Guidelines and who have not availed themselves of 


the exemption during compliance periods to which Part 1 applies, 
to refile Base and Compliance Period Reports for those compli- 
ance periods which reflect the exemption. However, a supplier 
who does so will be considered to have elected to use the 
exemption for all compliance periods and will be required to do 
so. Those suppliers who have not yet been asked to file reports 
with the Board should make their election when they first file. 


Those suppliers who are either refiling their Base and Compli- 
ance Period Reports to take advantage of the exemption or filing 
reports for the first time may find the separation of the 
adjusted operating profits earned on their competitively bid 
business from those earned on their non-exempt business for a 
five year period to be an onerous task. As a result, for the 
compliance periods to which Part 1 applies the Board is prepared 
to accept a demonstration of compliance by such suppliers based 
upon 85% of the profit margin on non-exempt business in their 
last fiscal year ended prior to October 14, 1975, providing that 
such suppliers elect the one-year base period provided for in 
section 83, when demonstrating compliance with Part 7 of the 
Guidelines. 


(1) Summary of Options - Part 1 


As a result of the foregoing, suppliers carrying on 
business in the construction industry may base their 
demonstration of compliance with Part 1 of the Guidelines 
upon any of the following options: 


(a) 95% of the weighted average pre-tax net profit margin 
during their last 5 fiscal periods completed prior to 
October 14, 1975, which the supplier realized upon all 
construction business. 


(b) 95% of the five year average profit margin referred to 
in (a) above which the supplier realized upon 
construction business which was not competitively bid. 


(c) Where separation of competitively bid and other con- 
struction business would be an onerous task for a 
supplier who wishes to use the exemption, 85% of the 
supplier's pre-tax net profit margin upon construction 
business which is not competitively bid in his last 
fiscal year ended prior to October 14, 1975. 


(2) Summary of Options — Part %7 


The choice made for the purposes of Part 1 will determine 
the manner in which a supplier must establish his base 
period for the purposes of Part 7, and whether or not he 
must use the competitive bidding exemption. 


(a) Where option (a) above has been selected for the 
purposes of Part 1, a supplier may not take advantage 
of the competitive bidding exemption but may choose for 
his base period either 
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(i) his last completed fiscal period completed prior 
to, Maya le; 19765 nor, 


(ii) his last 5 fiscal periods completed prior to 
Octobetala. 1975: 


(b) Where option (b) above has been selected for the 
purposes of Part 1, a supplier must avail himself of 


the competitive bidding exemption but may choose for 
his base period either 


(i) his last completed fiscal period completed prior 
to May .,..197.6,, jon 


(ii) his last 5 fiscal periods completed prior to 
October 14, 1975. 


(c) Where option (c) above has been selected for the 
purposes of Part 1, a supplier must avail himself of 
the competitive bidding exemption and must choose for 


his base period his last completed fiscal period prior 
to May 1, 1976. 
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Subject: LOW BASE RELIEF 


No: AI-19-P 

Date: November 5, 1976 

Note: This bulletin replaces AI-19-P-Draft issued June 11, 1976. It 
is relevant only in compliance periods beginning after October 
140 19 76-. 


Section 91 of the Anti-Inflation Guidelines allows a supplier, 
in determining whether he has excess revenue in a compliance 
period to which Part 7 of the Guidelines applies, to make a 
deduction for low base relief. This deduction is intended to 
ensure that, regardless of the net margin history of his busi- 
ness, every supplier is permitted by the Guidelines to earn an 
operating profit equal to 8% of his equity in his business. The 
purpose of this bulletin is to illustrate the way in which the 
relief, which is provided for in section 92, is computed. 


A. The 8Z Rate of Return 


The choice of an 84% rate of return for these purposes should not 
be construed as the government's view of an acceptable long-term 
rate of return for firms in Canada. The 84 figure is slightly 
more than half the average rate of return on equity for firms in 
the period 1970-74. Low base relief is being provided so that 
firms caught in an unusually poor position in the two available 
base periods will not be denied the opportunity of earning a 
minimum rate of return during the Anti-Inflation Program. 


B. Formulation of Low Base Relief 


In order to compute his low base relief for a compliance period, 
a supplier must first determine his low base relief number for 

that period. A supplier who earns adjusted operating profits in 
his business, both exempt and non-exempt, which are less than or 
equal to his low base relief number will not have excess revenue 


for that period. 


Having determined his low base relief number, a supplier can 
establish his low base relief for a particular compliance period 
by means of the following formula: 
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Relief Equals: Excess Revenue Otherwise Computed 
Plus 
Low Base Relief Number 
Minus 
Overall Adjusted Operating Profits 


This formulation ensures that excess revenue cannot be more than 
firm-wide adjusted operating profits minus 8% of average 
compliance period equity. 


C. Average Equity - General Provisions 


A supplier's average adjusted equity for a period is one-half of 
the sum of his opening and closing equity for the period. 
Adjusted equity for this purpose is defined to be the supplier's 
assets used for the purpose of earning adjusted operating 
profits less the sum of his liabilities incurred for that 
purpose and any related deferred income taxes. 


Since adjusted operating profits for the purpose of establishing 
average adjusted equity include profits from operations (other 
than real estate rentals and financial intermediary operations) 
that would otherwise be exempt from Part 7 of the Guidelines, 
the assets and liabilities that enter into the equity determi- 
nation will generally include most of the assets and liabilities 
appearing on a supplier's balance sheets at the beginning and 
end of the compliance period. Hawever, exclusions are necessary 
for the following assets and liabilities not used or incurred to 
earn the defined adjusted operating profits: 


(1) rental real estate, 


(2) long term investments in, and advances to, other corpo- 
rations, 


(3) short term investments which produce interest not included 
in the calculation of adjusted operating profits, 


(4) investments in shares, 


(5) assets used in financial intermediary operations subject to 
Part 6 of the Guidelines, 


(6) liabilities clearly identifiable with the acquisition of 
any of the foregoing assets, and 


(7) deferred taxes clearly related to any of the above. 
D. Average Equity - Special Rules 


The Guidelines contain two exceptions to the general computation 
rules outlined above. 
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The first such exception allows suppliers to reduce the book 
value of certain non-arm's length liabilities by the amount 
necessary to raise their effective interest rate to 8%. The 
adjustment is the amount by which the value of the liability 
exceeds 12.5 times the annual interest on the liability. 


In order to qualify for this book value reduction, the particu- 
lar liability must 


(1) be owed to a person who does not deal at arm's length with 
the supplier, 


(2) be due more than one year beyond the particular date of the 
balance sheet on which it appears, and 


(3) carry an annual rate of interest of less than 8%. 


The second exception will have general application to the 
Situation where a supplier has an accumulated deficit since it 
allows a supplier to use as adjusted equity the greater of: 


(1) the sum of his paid-up capital and contributed surplus used 
to earn adjusted operating profits, and 


(2) his equity otherwise determined. 


E. Sample Calculations 


The following examples illustrate how the adjustment to equity 
is made for certain low interest. loans, and how a supplier's 
average equity, low base relief number and low base relief 

are calculated. 


(1) Low Interest Liability Adjustment 


Assuming that a supplier owes $4,000 to a person with whom he 
does not deal at arm's length, interest is payable at 5% per 
annum (or $200), and the liability is due 10 years hence, the 
reduction of that liability provided for in subsection 92(3) of 
the Guidelines would be made in the following way: 


Amount of Liability $4,000 


Minus: 12.5 times annual interest 2200 
(12.5. x $200) 


Liability Adjustment $1,500 


For ease of calculation, the liability adjustment is deducted 
from a supplier's total liabilities and deferred taxes rather 
than being deducted from individual liabilities in the course of 
calculating adjusted equity. 
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(2) Calculation of Average Equity and Low Base Relief Number 


Table 1 shows the manner in which a supplier's average equity 
and low base relief number are calculated for a compliance 
period which is assumed to contain 12 months. 


(8% of average equity) 


Table 1 
Equity 
Equity ai etd, (Of 
at end previous 
of period period 
I. Calculation of Average Equity 
Total Assets 7,000 6,500 
Liabilities and Deferred Taxes 
Five-year loan from 
shareholder at 52 4,000 4,800 
Other 1,300 700 
5 300 yOUU y 
Low Interest Liability Adjustment -1,500 =P od) 
Adjusted Liabilities and Deferred 
Taxes 3,800 3.3700 
Adjusted Equity 3,200 2,800 
AVERAGE EQUITY 3,000 
II. Calculation of Low Base Relief Number 
Low Base Relief Number 240 


(3) Calculation of Low Base Relief 


The following two examples illustrate the manner in which the 
amount of low base relief is calculated and show how the low 
base relief operates in two common situations in which low base 
relief is available. In both examples the low base relief 
number is assumed to be 240. 


In the example shown in Table 2 below the supplier's overall 
adjusted operating profits are assumed to be 230, and his 
Canadian excess revenue before application of the low base 
relief is assumed to be 20. .Because this supplier has not 
earned overall adjusted operating profits which exceed his low 
base relief number, his low base relief reduces his Canadian 
excess revenue to nil. 

Table 2 

Overall adjusted operating profits 230 


Canadian Excess Revenue before low base relief 
(amount determined under paragraph 91(2)(a)) 20 


Calculation of low base relief 
Excess revenue 20 20 


Less amount by which 


Overall adjusted operating profits 230 
Exceed 
Low base relief number 240 
NIL _NIL 
LOW BASE RELIEF 20 A 
CANADIAN EXCESS REVENUE NIL 
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In the example shown in Table 3, the supplier's overall adjusted 
operating profits are assumed to be 250, while his Canadian 
excess revenue before the application of low base relief is 
assumed to be 25. Since his overall adjusted operating profits 
exceed his low base relief number by 10, this is the maximum 
amount of Canadian excess revenue which the supplier can have if 
he is to be permitted by the Guidelines to earn overall adjusted 
operating profits of 84 of his average equity. The manner in 
which low base relief is calculated and applied ensures this 
result. 


Table 3 
Overall adjusted operating profits 250 
Canadian excess revenue before low base relief BES: 


(amount determined under paragraph 91(2)(a)) 
Calculation of low base relief 


Excess revenue 25 Dis) 


Less amount by which 


Overall adjusted operating profits 250 
Exceed 
Low base relief number 240 
OF twreylO 
LOW BASE RELIEF 15 LS 
CANADIAN EXCESS REVENUE 10 
(25 = 15) 


F. Associated Suppliers 


Subsection 92(4) provides that when a supplier claims low base 
relief, the low base relief calculations shall be made on a 
consolidated basis for the supplier and all other persons 
associated with him for the purposes of the Anti-Inflation Act 


~ who supplied a similar product or group of products in any 
compliance period, or 


- whose operations were integrated with those of the supplier 
in any compliance period to the extent that the supplier or 
persons derived more than 25% of their gross revenues from 
sales to the other. 


The low base relief, if any, available to the group may be 
allocated to each member of the group in any manner desired, 
provided that no greater amount is allocated to any particular 
supplier or person than the amount to which he would have been 
entitled had he made the calculation separately. 


Where a group of suppliers have been permitted by the Board to 
demonstrate compliance with Part 7 of the Guidelines on a 
consolidated basis, the consolidation they have used must be 
used for purposes of determining their low base relief. 


Suppliers seeking low base relief who are obliged to consolidate 
for the purposes of section 92 are not thereby obliged to demon- 
strate compliance with Part 7 of the Guidelines on a consoli- 
dated basis. 


When, as a result of consolidation procedures, accounting good- 
will arises in a group, such goodwill if positive is considered 
to be an asset and if negative to be a reduction of assets for 
purposes of subsection 92(4). 


G. Suppliers of Property and Casualty Insurance, Chartered Banks 
and Suppliers Who Act as Financial Intermediaries 


The low base relief provided for in section 92 is available only 
in respect of business which is subject. to Part 7 of the Guide- 
lines. Suppliers who are chartered banks or who act as 
financial intermediaries should consult bulletins AI-24-P, 
AI-32-P, and AI-33-P. 


While the low base relief described in this bulletin is 
available to suppliers of property and casualty insurance, 
additional provisions dealing only with these suppliers are set 
out in bulletin AI-23-P. 
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Technical Bulletin: 
Prices and Profits 


Subject: 


PRICING GUIDELINES 
Al=20=P 


November 5, 1976 


This bulletin replaces AI-20-P-Draft issued June 11, 1976. It 
is relevant only in compliance periods beginning after October 
14", 1976. 


The purpose of this bulletin is to explain to all suppliers 
subject to the mandatory provisions of the Anti-Inflation Act 
the procedures they must follow in setting prices. 


The basic obligation of a supplier is to set his prices in such 
a way so as not to earn excess revenue. Excess revenue (see 
section 91) is calculated only at the overall firm level. 


While the single net margin test gives firms wide latitude to 
set their prices within the framework of an annual test, 

the Anti-Inflation Act requires the Board to monitor price 
changes in the economy throughout the year and to use its 
authority in order to restrain price increases which are likely 
to have a significant impact on the economy of Canada. The 
general principle that price increases must be reasonably 
related to cost increases will continue to play an important 
role in the Board's assessment of a supplier's pricing 
behavior. 


The Board will continue to monitor and evaluate price increases 
for important products and services, bearing in mind the need to 
avoid unnecessary reporting requirements for firms. The system 
will involve: 


(A) Detailed procedures for firms to follow in forecasting 
costs and revenues in order to ensure that firms set 
their prices throughout the year in a way so as not to 
earn excess revenue. 


(B) Regular price reporting requirements for a group of 
important firms (Level I). 


(C) Pricing rules which suppliers are expected to follow 
and upon which the Board can rely in cases where it 
believes that the supplier is not pricing in a way 
consistent with the restraint of inflation. 
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Forecasting Costs and Revenues 


Suppliers are required to control their prices so as not to earn 
excess revenue. Where a firm fails to do so the Board will 
consider whether a reference to the Administrator is appropri- 
ate. The decision on whether a reference is to be made, or 
whether other action is warranted will depend upon a number of 
factors, but the primary one will be the extent to which the 
supplier has followed the pricing guidelines during the year, 
and attempted in a reasonable fashion to forecast his costs and 
volumes. The purpose of this section is to explain in more 
detail what the Board considers to be a reasonable approach to 
forecasting costs and volumes. 


The Anti-Inflation Board will assess the reasonableness of 
suppliers' cost and volume forecasts against the following 
criteria: 


(1) Sales Volume: 
Volume forecasted by product should be the greatest of: 
(a) actual volume in the last four quarters, 


(b) actual volume in the last four quarters plus the 
percentage increase over the previous four quarters, 
and 


(c) supplier's forecast. 


(2) Costs: 


Forecast costs should include those costs that will be reflected 
in cost of sales and other allowable costs. 


Forecast costs should be determined from actual input cost in- 
creases incurred which are expected to continue at the time of 
the price increase of the output. Suppliers may include in 
their cost estimates future input cost increases to the extent 
that they have a committed cost increase or have been notified 
of an increase. This would include contract prices from 
suppliers of direct materials, contract escalation clauses or 
new contracts for labour, but these increases must only be 
reflected in forecasts from the date at which they will be 
reflected in cost of sales or other allowable costs. 


Suppliers may anticipate cost increases to which they are not 
committed at the time of the price increase. Price increases 
may be based on these cost increases but suppliers should take 
exceptional care to forecast.such input cost increases in a 
conservative manner. The Board reserves the right to require 
that a supplier not implement a price increase which is based on 
cost increases which have not already occurred, or which are not 
contractually committed. 


When, after increasing a price, it becomes evident that the 
increase cannot be justified either because forecast costs will 
not be substantially realized or because forecast volumes will 
be exceeded, suppliers must revise such forecasts and eliminate 
anticipated excess revenue either at the adjusted operating 
profit level or at the product line level by immediate price 
action. 


As the intention of the program is not to encourage unneeded 
expenditures, the response to excess revenue should in general 
be one of adjusting prices. In the case of quarterly excess 
revenues which are a result of price increases based on 
forecasts that have turned out to be inaccurate, this excess 
revenue should be eliminated by the end of the next quarter. 


While the Anti-Inflation Board recognizes that it is impossible 
to develop a single rigid rule for all firms in this regard, it 
will give careful scrutiny to firms whose interim excess revenue 
exceeds 6% of their target operating profits or they have not 
elimimated quarterly excess revenue by the end of the subsequent 
quarter. Firms in these situations should be prepared to justify 
their positions and to demonstrate in a very clear fashion to 
the Board that they will not end the year in an excess revenue 
position. 


B. Reporting Requirements 


While all suppliers must comply with the Guidelines the Board 
will not monitor compliance similarly for all firms. The Board 
has established three levels of reporting requirements. Level I 
firms, the largest and most important in the economy, will be 
required to report cost and revenue data for product lines as 
well as for the firm as a whole. In compiling this data 
suppliers must allocate costs and revenues to product lines on a 
reasonable and consistent basis in the base and all compliance 
periods. Where a supplier has already made such an allocation 
for the purposes of Part 1 of the Guidelines, the same basis 
must be used for the purposes of Part 7. All of these firms 
will report quarterly and all of them will have to prenotify the 
Board of price changes unless such prenotification is 
impractical. 


Level II firms will be required to report data only for the firm 
as a whole on a quarterly basis and Level III firms will report 


this data annually. 


In assessing pre-notifications of price changes the Board will 
pay particular attention to the extent to which a supplier has 
followed the forecasting procedures set out in the previous 
section. As well, Level I and II suppliers which report interim 
excess revenue should be prepared to demonstrate to the Board 
that they have followed the procedures set out in that section. 
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Pricing Rules 


(1)) Pricing Rules: | Paragraphs:95( 1) (a), andy (b) 


The pricing rules in paragraphs 95(1)(a) and (b) require that 
suppliers set prices in a manner so as not to exceed the target 
operating profits for their operations as a whole. This is the 
basic pricing obligation which all suppliers must meet and the 
Board will be monitoring firms closely to ensure that they 
comply. The Board has indicated that it will deal reasonably 
with the requirement that firms comply with this paragraph on a 
quarterly basis, but the onus rests with the supplier to ensure 
that during the year he controls his prices so as not to earn 
excess revenue at the end of the year. 


(2) Pricing Rules: Paragraph 951) (Cc) 


Section 95 also states that the supplier must control the prices 
of his products in a compliance period so that the price of any 
product or group of products supplied by the supplier during 
that period does not increase in a way which is substantially 
inconsistent with increases during that period of costs 
associated with that product or group of products. 


While the Board recognizes that the single margin test gives 
firms wide flexibility in setting relative prices, this parti- 
cular paragraph reaffirms the general principle that price 
increases should be related to cost increases and therefore 
places limits on the manner in which suppliers can set indivi- 
dual prices. Intervention on the basis of this paragraph will 
not be dependent upon the supplier contravening paragraphs 
95( 1 )Cadeor Gb). 


The Board has created three levels of reporting requirements and 
will be monitoring Level I firms more closely in terms of 
compliance with this paragraph than Level II and III firms. 


As outlined above, Level I firms will be required to provide 
product line cost and revenue data, and where practical to pre- 
notify the Board of price changes. In the case of such firms 
the Board will use this information to assess whether a firm is 
complying with paragraph 95(1)(c). The Board will also have 
regard to the relationship in the base period between prices and 
costs of the product or group of products, as the case may be. 
The Board will also consider the likelihood that and the degree 
to which intervention on the basis of paragraph 95(1)(c) would 
prevent the supplier from achieving its overall target operating 
profit during the year for the firm as a whole. 


Firms not required to report on the basis of product lines 
should govern their pricing behavior by the general principle 
that price increases be related to cost increases. The Board 
would only intervene in cases where it has come to its attention 
that the supplier was clearly not adhering to this principle in 
a reasonable manner. 


Technical Bulletin: 
Prices and Profits 


APPLICATION OF PARTS 1 AND 7 OF THE GUIDELINES 
TO SUPPLIERS OF PROPERTY AND CASUALTY INSURANCE 


Al? 23=P 


November 5, 1976 


This bulletin replaces AI-23-P-Draft issued June 11, 1976. It 
is relevant in all compliance periods. 


The purpose of this bulletin is to outline how property and 
casualty insurance companies are expected to complete Base and 
Compliance Period Reports, and to explain the manner in which 
the Anti-Inflation Board will deal with suppliers in this 
industry who have poor base period operating results. Property 
and casualty insurance companies are subject to Parts 1 and 7 of 
the Guidelines. 


A. Basis for Demonstration of Compliance 


Those suppliers who are required to pre-notify the Board at 
least 30 days in advance of proposed price increases are 
expected to demonstrate compliance on the basis of the product 
line net margin provisions of the Guidelines during compliance 
periods commencing on or before October 14, 1976. In subsequent 
compliance periods these suppliers are required to provide 
product line information for price monitoring purposes. 


All other suppliers may demonstrate compliance on the basis of 
the overall net margin test in all compliance periods, and need 
not provide product line data. 


A class of business is generally to be considered as a product 
line. Classes of business may be determined on the basis of the 
report prepared for the study carried out each year by the 
Insurance Bureau of Canada, or they may be determined on the 
basis of the classes of insurance for which a supplier is 
registered with the appropriate insurance department. The 
adoption of the same lines used for the Insurance Bureau of 
Canada study has the advantage that investment income is already 
allocated on a basis acceptable to the Board. 


The Board will not accept the breakdown of a class of business 
into regional product lines. 
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Suppliers who are subject to the mandatory provisions of the 
Anti-Inflation Act only by reason of Order in Council P.C. 
1976-911 are required to demonstrate compliance with the Guide- 
lines only in respect of their compliance period which includes 
April 16, 1976 and all subsequent compliance periods. These 
suppliers may deduct from any apparent excess revenue determined 
for their compliance period which includes April 16, 1976 any 
excess revenue which they can demonstrate was earned prior to 
thatdate. 


B. Accounting Principles 


Sections 7 and 85 of the Guidelines specify that all financial 
data used in calculations for the purposes of the Guidelines 
must be prepared in accordance with generally accepted 
accounting principles. However, in the case of property and 
casualty insurance companies, the Board will accept calculations 
based on information contained in statutory financial statements 
filed with the federal or provincial Superintendents of 
Insurance. 


C. Adjusted Operating Profits 


Adjusted operating profits is defined in sections 3 and 83 of 
the Guidelines to be gross revenue from operations minus 
allowable costs. Property and casualty insurance companies 
should compute gross revenue from operations, by product line 
where required, as follows: 


Net Premiums Earned XXX 
PLUS 

Investment Income allocable 

to operations XXX 
LESS 

Policy Dividends and Experience 

Rating Refunds (XXX) 

Gross Revenue from Operations XXXX 


D. Investment Income 


Investment income should include interest, rental income, and 
dividends received or receivable in the normal course of 
business, but should not include capital gains or be adjusted 
for capital. losses. 


The portion of investment income attributable to operations, 
such as income from the unearned premium reserve or the unpaid 
claims reserve, must be included in gross revenue from opera- 
tions (for individual product lines, if applicable). Investment 
income attributable to equity should not be included in gross 
revenue from operations. 
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All suppliers of property and casualty insurance are required to 
attach to Base and Compliance Period Reports a table indicat ing 
the total amount of investment income earned in each fiscal 
period in the base and compliance periods and the amounts allo- 
cated to operations and to equity. The basis and method of 
allocation should be clearly explained. 


The allocation of investment income to product lines (classes of 
business) may be done in any reasonable manner. For example, 
the allocation used in the preparation of data for the study 
carried out each year. by the Insurance Bureau of Canada is 
acceptable. However, the same basis of allocation must be used 
in the base and all compliance periods. 


E. Allowable Costs 


The amount shown as allowable costs should include all allowable 
costs such as net claims incurred, adjustment expenses, commis- 
sions and allowances, premium taxes, and general expenses. 


F. Low Base Relief 


While Part 7 of the Guidelines contains a general low base 
relief provision based upon an 8% return on equity, in view of 
the particular circumstances of the property and casualty 
insurance industry the Board will deal with suppliers of pro- 
perty and casualty insurance in the following manner. 


The low base relief is calculated as 3% of gross revenue from 
operations. Thus, if total adjusted operating profits do not 
exceed 3% of gross revenue from operations, the supplier will be 
considered by the Board to have complied with the Guidelines. 
Where a supplier avails himself of this low base relief provi- 
sion in any compliance period, his excess revenue for that 
period will be the amount by which his adjusted operating pro- 
fits exceed 3% of gross revenues from operations. Where one 
supplier in an associated group of property and casualty in- 
surers seeks. to avail himself of this low base relief, the 
amount must be determined on a consolidated basis in accordance 
with the principles set out in subsection 92(4) of the Guide- 
lines. 


Though Part 7 of the Guidelines is applicable only in compliance 
periods which commence after October 14, 1976, low base relief 
will be available to suppliers of property and casualty 
insurance for all compliance periods. 


As is the case with all suppliers subject to Part 7 of the 
Guidelines, the low base relief provision does not act as a 
constraint on those suppliers whose base period results are such 
that their target net margin percentage is greater than 34. 
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Regional Variation in Degree of Rate Increase 


Although loss experience and future trend assumptions are recog- 
nized to be important factors in establishing rates, the Board 
also recognizes that there is generally some flexibility in the 
regional components of any weighted average rate increases. 
Consequently, the Board will examine very closely any regional 
rate increases which are significantly greater than the weighted 
average of all rate increases for any class of business. 


. Reporting Requirements 


As previously stated, suppliers required to prenotify the Board 
of proposed price changes must file Compliance Period Reports 
quarterly and provide product line information for price 
monitoring purposes. 


All other suppliers must file Compliance Period Reports 
annually. These Reports may be filed on an overall net margin 
basis. 


(1) Suppliers Required to Prenotify the Board 
of Proposed Price Changes 


These suppliers must file Base Period Reports in Form 
AIB-11-Revised and Form AIB-21 on or before December 31, 
1976. Form AIB-11-Revised establishes a supplier's com- 
pliance parameters for compliance periods commencing on 
or before October 14, 1976 and Form AIB-21 establishes 
these parameters for subsequent compliance periods. 


Quarterly Compliance Period Reports should be filed using 
Form AIB-12-Revised for compliance periods commencing on or 
before October 14, 1976. The first such report should be 
filed as of the end of the last fiscal quarter which ended 
prior to October 14, 1976. The annual Compliance Period 
Report for the compliance period which includes October 14, 
1976 should be filed using Form AIB-12-Revised. For all 
subsequent compliance periods Form AIB-22 should be used 
for quarterly and annual Compliance Period Reports. 


Quarterly Compliance Period Reports are due within 45 days 
of the end of the quarter. Annual Compliance Period 
Reports are due within 90 days of a supplier's fiscal 
year-end. 


(2) Suppliers Who Are Not Required to Prenotify the Board of 


Proposed Price Changes 


(a) Suppliers whose gross revenue from operations in their 
fiscal year which includes October 14, 1975 was $5 
million or more 


These suppliers must file Base Period Reports in Forms 
AIB-11-Revised and AIB-21 within the deadlines set out 
in (1) above. Compliance Period Reports in Forms 
AIB-12-Revised or AIB-22 must be filed annually by 
these suppliers for the appropriate compliance periods 
as set out above. Compliance may be demonstrated on 
an overall net margin basis in all compliance periods. 


(b) Suppliers whose gross revenue from operations in the 
fiscal year ended December 31, 1975 was less than $5 
million 


These suppliers are not required to file Base and 
Compliance Period Reports at this time. These sup- 
pliers must, however, provide the Board with copies of 
the annual statements which they submit to the appro- 
priate Department of Insurance, prepared in accordance 
with the statutory reporting requirements of the 
Department. For purposes of establishing a base © 
period, it will be necessary to provide copies of the 
annual statements for 1970, 1971, 1972, 1973, 1974 and 
17 


(3) Suppliers Subject to the Mandatory Provisions of the Act 
Only by Virtue of Order in Council PC-1976-911 


Suppliers in this group whose gross revenue from operations 
in their fiscal year which includes October 14, 1975 was $5 
million or more should file annual Compliance Period 
Reports for. their compliance period which contains April 
16, 1976 and subsequent compliance periods. Other sup- 
pliers in this group must file the information referred to 
in (2)(b) above. 


I. Excess Revenue Compliance Plans 


The Board is. aware of the problems in making accurate forecasts 
in the property and casualty insurance industry. These problems 
will be taken into account by the Board when it evaluates the 
appropriateness of allowing compliance plans for the disposition 
of excess revenue. However, should it become obvious to compa- 
nies that their compliance period results will be better than 
forecast, they will be expected to take prompt action to ensure 
that their pricing policies reflect the difference between their 
actual results and their forecast results. Failure to do so 
will also be considered by the Board in the evaluation of a 


firm's behavior. 
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Technical Bulletin: 
Prices and Profits 


Subject: EXPLANATION OF GUIDELINES FOR CHARTERED BANKS 

No AI-24-P 

Date November 5, 1976 

Note: This bulletin replaces AI-24-P-Draft issued June 11, 1976 as it 
pertained to chartered banks. It is relevant in all compliance 
periods. 

A. Introduction 


Banks are required to segregate their business between domestic 
operations, which are subject to Part 5 of the Anti-Inflation 
Guidelines, and foreign operations which are not subject to the 
Guidelines. With respect to domestic business, Part 5 requires 
that the ratio of a bank's domestic adjusted operating profits 
to average total assets employed in domestic operations must not 
during a compliance period exceed 85% of the greater of: 


(a) the ratio similarly computed for the five completed 
fiscal periods ending prior to October 14, 1975, and 


(b) the ratio similarly computed for the fiscal period 
ended on October 31, 1975. 


The calculation of adjusted operating profits is subject to 
guidelines similar to those applicable to other business firms. 


B. Definitions 


(1) Total assets is the total net book value of all assets. 


(2) Average total assets, which forms the base against which 
adjusted operating profits are measured, represents the 
average assets employed during the base or compliance 
period as the case may be. This amount is computed by 
dividing the aggregate of total assets as at the beginning 
of the period and at the end of each month in the period by 
the number of months plus one in the period. 


(3) Restricted expenses has the same meaning as in Parts 1 and 
7. However, in determining the amount of restricted 
expenses, if any, which is excluded from allowable costs, 
restricted expenses are measured in relation to average 
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total assets. Accordingly, the portion of actual restrict- 
ed expenses which can be included in allowable costs in a 
compliance period is limited to the same percentage of 
average total assets in the compliance period that average 
restricted expenses in the base period was of average total 
assets in the base period. See bulletin AI-13-P-Revised 
for an explanation of restricted expenses. 


General Principle 


The original proposal to apply the Guidelines to a bank's total 
operations, subject to an adjustment to eliminate from the 
balance of revenue any increase in the balance of revenue 
attributable to increased profitability of foreign operations, 
has been simplified. Part 5 of the Guidelines applies only to 
domestic operations. 


The Board will prescribe the manner in which banks will be 
required to divide their assets and revenues between foreign and 
domestic operations. Furthermore, if a bank voluntarily reduces 
the amount of assets used in domestic business and increases the 
amount of funds available for foreign operations, the profits 
derived from the use of such funds must be added to excess 
revenue. 


. Application 


Part 5 applies to banks in respect of compliance periods 
beginning on or after November 1, 1975 regardless of the base 
period selected. 


Reporting Requirements 


Banks should file Base Period Report AIB-21 before December 31, 
1976 and Compliance Period Report AIB-22 (in respect of the 
fiscal year ended October 31, 1976) before January 31, 1977. 
Quarterly and annual reports thereafter should be filed on form 
AIB-22. No Compliance Period Report is required in respect of 
the year ended October 31, 1975 nor are any quarterly reports 
required in respect of the year ended October 31, 1976. 
Quarterly reports are due within 45 days after the end of each 
Eiscal” quarter. 


In addition, banks should notify the Board immediately of all 
changes in interest rates charged or credited, other than rates 
on individual accounts which are adjusted to reflect changes in 
risk or administration costs. 


F. Low Base Relief 
No bank is required to apply the profit margin guidelines in a 


way which results in a ratio of domestic adjusted operating 
profits to total domestic assets which is less than 1.13%. 


G. New Capital Credit 


A bank may reduce excess revenue by an imputed "cost" attribu- 
table to new capital. The amount of this deduction is computed 
by multiplying the portion of the net proceeds from the issue of 
shares that were received since the end of the base period and 
that were employed in domestic operations by a fraction, the 
numerator of which is total allowable costs attributable to 
domestic business in the compliance period and the denominator 
of which is average total assets used in domestic business in 
the compliance period. In the compliance period in which the 
funds were received, the deduction from excess revenue must be 
adjusted to reflect the number of days in which the funds were 
available to the company. 


H. Transitional Rule 


If in the compliance period which ends on or before October 31, 
1976 the excess revenue from Part 5 activities computed under 
these rules is greater than the estimated excess revenue which 
might have been anticipated under the previously announced rules 
(which required suppliers to limit their return on total assets 
to 954 of the return realized during the five fiscal years 
ending prior to October 14, 1975) the Board will allow that 
additional amount of excess revenue to be excluded from excess 
revenue in the period in which it occurred and to be deferred to 
the immediately succeeding period. 


I. Pricing Guidelines 


In setting interest rates and service charges during a compli- 
ance period, banks must ensure that they do not earn excess 


revenue. 


In addition, banks are expected to adhere to the following 
pricing guidelines: 


Banks must not increase the following spreads from those in 
effect on or about October 13, 1975: 


(a) the spread between a bank's prime rate and the rate 
paid on non-chequable savings deposits, 


(b) the spread between the average rate charged on new 
residential mortgages, and the average rate currently 
being offered on fixed term deposits with a maturity 
of one year or more: and 
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(c) 


A bank mus 
the averag 


the spread between a bank's prime rate and the average 
rate currently offered on interest-bearing deposits. 
(For purposes of this requirement, the deposit rate is 
calculated by weighting the rates currently being 
offered on new Canadian dollar deposits of various 
categories.) 


t not increase the spread between its prime rate and 
e of rates actually charged to borrowing customers on 


loans for which the rate is set in relation to prime rate. 
However, the rate on an individual account may be adjusted to 


Ter vectra 
loan 


While they 
widen, ban 
day-to-day 


Banks must 
prevailing 
L977.) for 
applies to 
Of credit, 
exchange t 
reflect ri 


change in the risk or the cost of administering the 


should ensure that these spreads do not tend to 
ks are not required to observe these guidelines on a 
basis. 


not increase service charges above the levels 

on October 13, 1975 during the period to October 31, 
purposes of this rule, the term "service charges" 
posted rates and does not include charges for letters 
guarantees, stand-by lines, commitments, foreign 
rading, banker's acceptance and other fees which 

sk on banking transactions. 


Technical Bulletin: 
Prices and Profits 


Subject: 


DEDUCTION FROM EXCESS REVENUE UNDER SUBPARAGRAPH 9(a)(iv) OF 
PART 1 OF THE ANTI-INFLATION GUIDELINES 


AL=26—-P 


November 5, 1976 


This bulletin replaces AI-26-P-Draft issued June 30, 1976. It 
is relevant only in compliance periods beginning on or before 
October 14, 1976. 


Subparagraph 9(a)(iv) (formerly paragraph 9(d)) of the Anti- 
Inflation Guidelines provides that a supplier's apparent excess 
revenue computed in accordance with section 16 of the Guidelines 
may be reduced by any amount of the apparent excess revenue 
which represents a "continuation of an increase in the adjusted 
operating profit per unit ... that had occurred before October 
14, 1975". This bulletin sets out the views of the Anti-Infla- 
tion Board on the circumstances in which a supplier may avail 
himself of this deduction and the manner in which the amount 
deducted is to be calculated. 


A. The Nature of the Deduction 


A supplier demonstrating compliance with Part 1 of the 
Guidelines on the basis of section 16 may choose an alternative 
basis to that provided by his base period operating results to 
demonstrate compliance. 


The effect of the deduction permitted by subparagraph 9(a)(iv) 
is to allow a supplier whose adjusted operating profit per unit 
in a representative period immediately prior to October 14, 1975 
was higher than his base period adjusted operating profit per 
unit to continue to price his product in such a way as to earn 
the greater profit without contravening Part 1 of the 
Guidelines. 


Commission de lutte —_Anti-Inflation 
contre |'inflation Board 
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Calculation of the Deduction 


The amount of the deduction under subparagraph 9(a)(iv) may be 
expressed as the result obtained when the amount by which 


(a) the supplier's adjusted operating profit per unit 
realized in a representative period immediately prior 
to October 14, 1975, 


exceeds 


(b) the supplier's adjusted operating profit per unit 
during the base period, 


is multiplied by 
(c) the number of units supplied after October 13, 1975 


during the supplier's first or second compliance 
period, as the case may be. 


. Computing Adjusted Operating Profit Per Unit 


The calculation of adjusted operating profit per unit for a 
representative period effectively establishes a new base against 
which adjusted operating profit per unit during a compliance 
period is to be compared to determine whether or not the 
supplier has complied with Part 1 of the Guidelines. The Board 
is therefore of the view that the determination of the increased 
adjusted operating profit per unit realized before October 14, 
1975 should fairly reflect the ultimate profit on sales 
occurring in that representative period. Accordingly, the 
following rules are to. be observed in computing the adjusted 
operating profit per unit upon which the deduction is based: 


(1) The representative period selected for the measurement 
should be of sufficient duration to account for a reason- 
able volume of sales. The month of September, the last 
quarter ended prior to October 14, 1975, or an equivalent 
accounting period, would be acceptable. The month of 
October may also be used if the price of the product was 
not increased between October 13 and October 31, 1975. 


(2) Gross revenue from operations for the representative period 
should be computed in accordance with the definition 
contained in section 3 of the Guidelines. It should be 
reduced by trade and volume discounts and other allowances 
related to sales made in the representative period even if 
such amounts were not actually credited to customers during 
the representative period. If discounts and allowances 
cannot be identified with specific sales, a proportional 
allocation of the total of these amounts for the first 


(3) 


(4) 


Sy 


(6) 


compliance period based on the number of units supplied 
during the representative period and the number of units 
supplied during the first compliance period will generally 
be acceptable. 


Allowable costs for the representative period should 
reflect year end adjustments and cost variances related to 
the representative period. Where these amounts cannot be 
identified specifically with goods supplied in the 
representative period, an allocation based on units 
supplied as prescribed for gross revenue from operations 
will generally be acceptable. 


The accounting practices followed in determining the ad- 
justed operating profit per unit during the representative 
period must be consistent with those employed in computing 
the adjusted operating profit per unit in the base period. 
Similarly consistent practices must be followed in allo- 
cating costs and revenues between exempt and non-exempt 
business and between the parts of a supplier's business 
subject to the unit cost, product line, overall net margin 
and distribution rules. 


Where a supplier's profit margin customarily fluctuates 
during a fiscal period as a result of seasonal or other 
factors, or where the supplier's adjusted operating profits 
per unit in the representative period are significantly 
affected by atypical conditions, appropriate adjustments 
should be made to the adjusted operating profits per unit 
for the representative period calculated in accordance with 
these rules. Alternatively, a longer representative period 
during which the operating results will not reflect such 
factors should be used. 


For example, fixed costs included in representative period 
calculations should reflect an allocation of such costs to 
products supplied during the representative period based 
upon the proportion that the number of units supplied 
during the representative period is of the number of units 
supplied during the first compliance period. 


Where the adjusted operating profit per unit calculated for 
the representative period in accordance with these rules is 
significantly greater than the adjusted operating profit 
per unit for the first compliance period as a whole, the 
onus will be on the supplier to demonstrate that the 
adjusted operating profit per unit determined for the 
representative period reflects a real increase in the 
adjusted operating profit per unit which occurred between 
the beginning of the first compliance period and October 
14, 1975, and is not merely the result of seasonal or other 


factors. 
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Technical Bulletin: 
Prices and Profits 


Subject: 


PERSONS WHO BECOME SUBJECT TO THE MANDATORY PROVISIONS OF THE 
ANTI-~INFLATION ACT AND GUIDELINES AFTER OCTOBER 14, 1975 


Al= 2) =P. 


November 5, 1976 


This bulletin replaces AI-27-P-Draft issued June 30, 1976. It 
is relevant in all compliance periods. 


The Anti-Inflation Program was introduced on October 14, 1975. 
Some persons who were not at that time ''suppliers" or "persons" 
referred to in subsection 3(2) of the Anti-Inflation Act, and 
thus not subject to mandatory compliance with the Act and 
Guidelines, have since become or may in future become subject to 
mandatory compliance. This bulletin sets out how the prices and 
profits and dividend Guidelines apply to such persons. (Parts 
1D, 333) SiO andes 


A. Introduction 


Persons who did not meet the description in subparagraphs 
3(2)(a)(ii) and 3(2)(a)(iv) on October 14, 1975 may acquire the 
requisite characteristics in many ways. Frequently this will 
occur as a result of association with another corporation, with- 
in the meaning of subsection 3(4) of the Act, following a change 
in ownership. If a person becomes a "supplier" or "person" 
described in these subparagraphs at any time during the 

program he becomes subject to the mandatory provisions of the 
Act and Guidelines from the date upon which he first becomes a 
"supplier" or "person". 


B. Demonstration of Compliance 


If a person becomes subject to mandatory compliance after 
October 14, 1975, he demonstrates compliance with the Guidelines 
on the same basis as he would have had he been subject to 
mandatory compliance on October 14, 1975, with the following 
exception: 


- in demonstrating compliance for the fiscal period containing 
the date upon which he became subject to mandatory compliance, 
he may deduct from excess revenue for that period any excess 
revenue which accrued prior to becoming such a "supplier" or 


"person". 
P. No. 1750, Succursale postale "B” 
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Base period and compliance rule choices should be made in 
accordance with the appropriate sections of the Guidelines. For 
example, 


- If a supplier becomes subject to mandatory compliance with the 
Guidelines during a fiscal period which begins on or before 
October 14, 1976, he must demonstrate compliance during that 
compliance period and all subsequent compliance periods begin- 
ning on ar before that date on the basis of Parts 1, 5, or 6, 
as appropriate. 


- If a supplier becomes subject to mandatory compliance during a 
fiscal period which begins after October 14, 1976, he must 
demonstrate compliance on the basis of Parts 5, 6, or 7, as 
appropriate. 


Returns of Information 


A Base Period Report in the appropriate form is due within 45 
days after the date upon which a person becomes subject to the 
mandatory provisions of the Act and Guidelines. (See bulletins 
AI-6-P-Revised and AI-31-P.) 


If the supplier's gross revenue from operations is $25 million 
or more in the last fiscal period ended prior to October 14, 
1975, or in any subsequent fiscal period, he must also file 
quarterly Compliance Period Reports in Form AIB-12 or AIB-22. 
The last fiscal quarter ended prior to the date upon which he 
becomes subject to mandatory compliance would form the basis of 
the first such report. 


Dividends 


When a corporation is listed on a stock exchange prescribed in 
Part XXXII of the Income Tax Regulations, or when it becomes a 
supplier or person referred to in paragraph 3(2)(a) of the Act, 
it becomes subject to mandatory compliance with Part 3 of the 
Guidelines which restrains dividends. As in the case of the 
Prices and Profits Guidelines, such a corporation will establish 
its dividend base and alternative dividend base as though it had 
been subject to mandatory compliance with Part 3 of the Guide- 
lines on October 14, 1975. 


No sanctions will attach to any dividend payments which exceed 
the limits established in Part 3 that are made before the 
corporation became subject to Part 3. However, any payments 
made during the compliance period in which the corporation first 
becomes subject to mandatory compliance and before the date upon 
which it became subject to mandatory compliance must be taken 
into account when determining the amount of dividends which may 


be paid by the corporation after it becomes subject to mandatory 
compliance. 


Technical Bulletin: 
Prices and Profits 


Subject: EXCESS REVENUE AND COMPLIANCE PLANS 


No: Al=23=P. 
Date: November 5, 1976 
Note: This bulletin replaces AI-28-P-Draft issued June 30, 1976. It 


is relevant in all compliance periods. 


Compliance Plans are dealt with in bulletin AI-1-P-Revised for 
compliance periods which include October 14, 1975 and in bulle- 
tin AI-34-P for compliance periods which include October 14, 
LOZ Gi 


A. Introduction 


The Guidelines establish rules which suppliers must follow in 
setting prices. Suppliers must set prices throughout the year 
in the manner which conforms to the procedures set out in the 
pricing guidelines (see bulletin AI-20-P). The Board will regard 
the existence of any excess revenue as evidence that there has 
been a contravention of the Guidelines. The purpose of this 
bulletin is to set out the manner in which the Board will deal 
with such suppliers. 


In bulletin AI-1-P-Revised, the Board indicated that it would 
allow a supplier who earned excess revenue in the first compli- 
ance period to file with the Board a Compliance Plan setting out 
the actions the supplier planned to take to rid himself of such 
excess revenue. The Board adopted this procedure because it 
felt that there would be many suppliers who would be unable to 
adjust to the Anti-Inflation Program in sufficient time to avoid 
earning excess revenue. 


Suppliers should not assume that the Board's customary response 
to excess revenue will be to allow a supplier to file a Compli- 
ance Plan. The Board reserves its right to make a reference to 
the Administrator or to make any other recommendations to the 
supplier that seem appropriate and consistent with the overall 
objectives of the Anti-Inflation Act. 


Normally, a Compliance Plan will be allowed only where a sup- 
plier can demonstrate that he has clearly attempted to follow 
the pricing guidelines throughout the compliance period. 
Suppliers who earn excess revenue should prepare for the Board a 
detailed analysis of the reasons why the excess revenue was 
earned, including a quarterly profit, volume, cost and revenue 


analysis. 
Commission de lutte = Anti-Inflation C.P. No. 1750, pUccusas postale “B” 
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Compliance Plan - General Requirements and Conditions 


Suppliers who file a Compliance Plan with respect to excess 
revenue are expected by the Board to incur a deficiency on the 
operations which generated the excess revenue during the compli- 
ance period immediately following the one in which the excess 
revenue was earned. A supplier who fails to incur such a defi- 
ciency will be considered by the Board to have failed to fulfill 
his Compliance Plan. 


For example, during a supplier's first compliance period he 
earned excess revenue of $100,000 in a product line and filed a 
Compliance Plan which was accepted by the Board. He will not be 
deemed by the Board to have fulfilled his Compliance Plan 
unless, in the second compliance period, his target operating 
profits for that product line exceed his adjusted operating 
profits for the product line by at least $100,000. 


The Board will examine very closely, and in general will not 
accept, prenotification of price increases from Level I sup- 
pliers before it has received a Report indicating that all such 
excess revenue has been eliminated. In general, suppliers will 
be permitted a period which will not exceed six months to 
eliminate any excess revenue by incurring the deficiency 
referred to above. 


When preparing Compliance Plans, suppliers must ensure that the 
methods for forecasting volumes, revenues and costs employed 
conform to the methods prescribed in bulletin AI-20-P, entitled 
Pricing Guidelines. Accounting practices must always be 
consistent with those employed in the completion of Base and 
Compliance Period Reports. 


Technical Bulletin: 
Prices and Profits 


Subject: 


INVESTMENT CREDIT 
AT=29:P 


November 5, 1976 


This bulletin is relevant only in compliance periods beginning 


after October 14, 1976. 


A. Introduction 


The Anti-Inflation Guidelines provide that a supplier who makes 
certain investments is entitled to an increase in the target 
operating profit in that part of his business in which he does 
not act as a distributor. This credit is available only in 
respect of compliance periods which commence after October 14, 
1976. To qualify for the credit an investment must be made 


after August 31, 1976. 


This bulletin explains the manner in which the investment credit 
is calculated and describes the investments which may be taken 
into account when computing the credit. 


B.  Galculation of the Credit 


The amount by which a supplier's target operating profit for a 
compliance period may be increased is equal to the least of: 


(1) the supplier's qualified investments for the compliance 
period, 


(2) the increase in a supplier's target operating profit 
for his non-distribution operations for the compliance 
period which would result from a 10% increase in his 
target net margin percentage, and 


(3) the supplier's excess revenue in that part of his 
business in which he does not act as a distributor. 
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With a few important exceptions, a supplier's qualified invest- 
ments for a compliance period are equal to the excess of 50% of 
all outlays or expenditures of a capital nature made or incurred 
after August 31, 1976 and before the end of the compliance 
period in respect of assets to be used by him in Canada for the 
purpose of earning adjusted operating profits over the amounts 
of such investment included in the supplier's target operating 
profit in previous compliance periods. Because qualified 
investments are determined in this way, investments made in one 
period which exceed the amount of investment necessary to gain 
the maximum permitted increase in target operating profit in 
that period will be eligible for inclusion in target operating 
profit in subsequent compliance periods. 


Only expenditures for capital assets to be used in the normal 
course of a supplier's business, whether or not exempt from the 
Guidelines, may be included in qualified investments. As a 
result, portfolio investments should not generally be included 
in qualified investments. 


The only capital assets that are acquired for the purpose of 
earning adjusted operating profits in Canada that do not qualify 
are those made in respect of: 


C1) +s Vand; 


(2) a vient. permit. or lteencesio:nespectmor —ammatural 
resource, such as a timber limit, 


(3) buildings that are used primarily for residential 
purposes or that are used primarily for the conduct of 
administration, clerical and personnel activities, and 


(4) automobiles. 


Claiming an Investment Credit - Investment Intention Report 


A supplier who wishes to claim an investment credit for a 
particular compliance period is required to file before the 
commencement of the period an Investment Intention Report (Form 
AIB-25) setting out his estimate of the amount of qualified 
investments that he will make or be entitled to include in tar- 
get operating profit for the period. 


The information contained in this Report will form the basis for 
interim evaluation of the supplier's compliance with the Guide- 
lines in respect of his non-distribution operations during the 
period. During the course of a compliance period in respect of 
which he has filed an Investment Intention Report, a supplier 
may set prices in his non-distribution business on the basis of 
a target net margin percentage computed on the assumption that 
the supplier's investment intentions for the period will be 
carried out. Where during the period it becomes evident that a 


supplier's actual qualified investments will not be in 
accordance with the estimate of investment upon which his target 
net margin percentage is based, the supplier should immediately 
reestimate his target net margin percentage and take steps to 
reduce prices to a level consistent with this percentage. 


Suppliers are reminded that section 95 provides that compliance 
with the interim pricing guidelines is to be assessed on the 
basis of the higher target net margin percentage only where a 
supplier can demonstrate that he has made or can reasonably be 
expected to make the necessary qualified investments before the 
end of a compliance period. Suppliers should also note that 
excess revenue for a compliance period is determined on the 
basis of actual qualified investments. 


E. Investment Credit Computations 


A supplier who has made qualified investments should compute the 
following amounts when filing his Investment Intention Report so 
as to determine the mark-up on costs to be used in setting 
prices during a compliance period: 


(a) the maximum target margin factor that he can achieve 
as a result of the credit, 


(b) the amount of qualified investment that he must make 
in order to reach that maximum, and 


(c) the target margin factor attendant upon the level of 
investment planned by the supplier. 


(1) Investment Credit Factor 


The investment credit factor is the maximum amount by which a 
supplier's target margin factor can be effectively increased by 
virtue of the investment credit. This factor is critical in 
investment credit computations since the product obtained when 
it is applied to allowable costs is the measure of the maximum 
increase in target operating profit that the investment credit 
can produce. 


The first step in the determination of the investment credit 
factor is to establish the maximum effective target margin 
factor that a supplier can achieve with the credit. This is the 
target margin factor computed for a supplier on the assumption 
that his target net margin percentage is 10% higher than it 
actually is. The investment credit factor is the excess of the 
maximum effective target margin factor over the supplier's 
actual target margin factor. 


For example, a supplier with a target net margin percentage of 


8.5% could, through qualified investment in a compliance period, 
increase his target net margin percentage to a maximum of 9.35 %. 


Uh 
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Such an increase would raise his target margin factor from 
0.0929 to 0.1031, and his investment credit factor would be the 
difference of 0.0102. Further, if the supplier estimated his 
allowable costs for the compliance period at $10 million, then 
his estimate of maximum investment credit would be $102,000. 
Accordingly, since qualified investments are equal to 50% of the 
supplier's eligible capital expenditures for the period, the 
supplier would have to invest $204,000 to obtain the maximum 
investment credit. 


The Investment Intention Report (Form AIB-25) provides a format 
for making this type of calculation. The example in Table 1 
sets out the relevant computations in tabular form for a sup- 
plier with a target net margin percentage of 8.5% and estimated 
allowable costs of $10 million. 


Investment Credit Factor 


Maximum Effective Target Margin Factor 9.50 0.1031 
LOOR—99 235 
Target Margin Factor S20 0.0929 
100 Fe 
Investment Credit Factor (.1031 minus .0929) 0.0102 


Maximum Investment Credit (.0102 times $10 million) $102,000 


Qualified Investments Carried Forward 
from the Previous Compliance Period NIL 


Maximum Investment Credit minus Investment $102,000 
Carried Forward 


Investment needed to earn Maximum Credit - $204,000 
twice the above amount SES 


(2) Effective Target Margin Factor 


Table 2 illustrates the operation of the investment credit for a 
supplier whose fiscal year end is December 31, whose base period 
net margin was 10%, and whose allowable costs are $10 million in 
each compliance period. The supplier is also assumed to have no 
distribution operations. 


The supplier's target net margin percentage is 8.5% and the 
corresponding target margin factor is 0.0929. As shown in 
Table 1, this supplier's investment credit factor is 0.0102. 


Second Compliance Period 


In the compliance period ended December 31, 1976, the supplier 
made capital outlays for eligible assets of $215,000. Because 
this compliance period commenced before October 14, 1976, Part 1 
of the Guidelines applies in this compliance period and 
therefore the investment credit is not available. However, 
$40,000 of the capital outlays for eligible assets were made 
after August 31, 1976 and will be included in qualified 
investments during the third compliance period. 


Third Compliance Period 


Since this compliance period commenced after October 14, 1976, 
Part 7 of the Guidelines applies and the supplier may avail 
himself of the investment credit. While his capital outlays for 
eligible assets during this compliance period were only 
$126,000, $40,000 of the outlays during the previous period are 
taken into account when computing qualified investments for this 
compliance period. Since the investment credit was not 
available during the previous compliance period, no amount is 
subtracted from 50% of the supplier's total outlays for 

eligible assets in order to determine his qualified investments 
for this compliance period. 


The supplier's qualified investments for this compliance period 
are less than the amount needed to earn the maximum increase in 
his target operating profit for the compliance period ($102,000, 
as shown in Table 1). 


To calculate his effective target margin factor he adds to his 
target margin factor (0.0929) the amount obtained when his 
qualified investments for the compliance period are divided by 
his allowable costs (83,000 = 10,000,000 = 0.0083) for an 
effective target margin factor of 0.1012 (0.0929 + 0.0083). 


Fourth Compliance Period 


In computing his qualified investments for this compliance 
period, the $83,000 which was included in the supplier's target 
operating profit for his second compliance period must be 
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subtracted from 50% of the sum of all capital outlays made for 
eligible assets after August 31, 1976 and before the end of the 
compliance period. 


The supplier's qualified investments for this compliance period 
are greater than the amount necessary to earn the maximum 
increase in his target operating profit. His effective target 
margin factor is equal to 0.1031, the maximum effective target 
margin factor which was calculated in Table 1. 
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Technical Bulletin: 
Prices and Profits 


Subject: CONSOLIDATED REPORTING UNDER PARTS 6 AND 7 OF THE ANTI-INFLATION 


GUIDELINES 
No: Ai=S0-=P 
Date: November 5, 1976 
Note: This bulletin is relevant only in compliance periods beginning 


after October 14, 1976. Consolidated reporting under Part 1 of 
the Guidelines is set out in bulletin AI-2-P-Revised. 


A. Application of Bulletin 


For purposes of determining and reporting compliance with the 
Anti-Inflation Guidelines, a supplier is generally regarded as 
an individual corporate entity, partnership or proprietorship. 
In bulletin AI-2-P-Revised the Anti-Inflation Board indicated 
the circumstances under which it would allow suppliers to 
demonstrate compliance on a consolidated basis during compliance 
periods commencing on or before October 14, 1976, and the manner 
in which such reporting had to be undertaken. The present 
bulletin sets out the Board's views on consolidated reporting 
for the purposes of subsequent compliance periods. 


B. General Principles 


Where an associated group of suppliers was demonstrating compli- 
ance with sections 16 and 17 of the Guidelines, situations arose 
in which compliance could be more realistically monitored on a 
consolidated basis. Because these sections did not impose an 
overall net margin constraint, consolidated reporting did not 
affect the level of restraint imposed on these suppliers. 


Under Part 7 of the Guidelines, excess revenue is determined for 
distribution and non-distribution operations as a whole. As a 
result, demonstration of compliance on a consolidated basis can 
significantly affect the level of restraint imposed upon a group 
of suppliers and the degree of relative pricing freedom a sup- 
plier has. Because an important principle underlying the 
program, as reiterated by the Minister of Finance on September 
7, 1976 continues to be that price increases should be related 
to associated cost increases, suppliers will generally not be 
permitted to demonstrate compliance with the Guidelines on a 


consolidated basis. 
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However, the Board recognizes that there will be situations in 
which monitoring of compliance could be better accomplished by 
allowing some form of consolidation. In some cases suppliers 
may wish to consolidate for administrative reasons. In other 
cases the Board may request that firms demonstrate compliance on 
a consolidated basis. The circumstances under which the Board 
will allow consolidation, and the nature and extent of the 
consolidation which will be required, are set out below. 


The general principle which will be applied by the Board in 
assessing proposals for consolidated reporting is that consoli- 
dation should not be a vehicle through which suppliers achieve 
additional pricing freedom. Consolidation will be allowed, and 
may be requested by the Board, where associated corporations 
carry on similar businesses. In such cases the consolidated 
group would have to provide the Board with financial data of 
comparable quality to audited financial statements. 


Firms which wish to demonstrate compliance on a consolidated 
basis should apply to the Board for permission to do so by 
November 30, 1976. Suppliers who fail to do so, will generally 
not be allowed to consolidate. In applying to the Board for 
permission, suppliers must specify the proposed method for 
reporting for all the suppliers with whom they are associated 
for the purposes of the Anti-Inflation Act. In preparing such 
an application suppliers should note the conditions set out 
below, and pay particular attention to the general principle 
outlined in the foregoing paragraph. The Board will, as well, 
be examining the circumstances of suppliers under mandatory 
enforcement, and may make recommendations to the firm to 
demonstrate compliance in a particular manner. 


Conditions Governing Consolidation 


Consolidated reporting will generally be accepted by the 

Board only in respect of Canadian corporations which are 
associated within the meaning of section 256 of the Income Tax 
Act and which are normally consolidated for financial reporting 
purposes subject to the following restrictions: 


(1) Only corporations which are included in a consolidated 
group in the base period (as reported on AIB-21) may be 
consolidated in a compliance period. 


(2) Corporations consolidated in the base period must be 
consolidated in a compliance period unless the corporation 
is no longer a member of the associated group. 


The Board may require that base period data be restated in 
the event of a disposition where the base period operating 
results would no longer provide a proper benchmark for the 
demonstration of compliance with respect to the ongoing 
activities of the remaining members of the reporting 
group. 


(3) Corporations subject to Parts 2 or 5 of the Guidelines 
cannot be consolidated with corporations subject to Parts 6 
or 7 of the Guidelines. 


(4) Consolidation of associated companies which are 
independently managed, are engaged in unrelated businesses, 
and which have no significant financial or trade relation- 
ship with one another will generally not be accepted. Thus 
associated groups with diverse activities will generally 
not be permitted by the Board to consolidate all their 
operations together but rather, will be required, should 
they wish to consolidate, to combine together in separate 
sub-consolidations the companies whose business and 
intercorporate trading and financial relationships are 
such that a consolidated report would, in the Board's view, 
be most meaningful. If such consolidation is allowed, 
suppliers will generally be required to consolidate all 
corporate entities carrying on similar businesses. Where 
audited financial statements are not normally prepared for 
the group of suppliers seeking to be consolidated, 
suppliers must be prepared to provide the Board with 
financial data of comparable quality in a form satisfactory 
to the Board. 


(5) Suppliers whom the Board permits to consolidate will be 
designated Level I firms and therefore required to report 
product line data. The Board will monitor their pricing 
behavior in order to ensure that consolidation does not 
give them more pricing freedom than they would have if they 
were not allowed to consolidate. In assessing compliance 
with paragraph 95(1)(c), the Board will pay particular 
attention to the diversity of activities which the supplier 
reports under the single net margin test. 


(6) Subject to the foregoing restrictions an associated group 
which is permitted to consolidate will be required to 
include therein all corporations eligible to consolidate. 
For example, it would not be appropriate to exclude from 
the consolidations a subsidiary which incurred losses in 
the base period in order to obtain a greater advantage from 
section 87 of the Guidelines. 


D. Accounting Principles 


Once the entities to be consolidated are identified the 
accounting principles employed should conform as closely as 
possible to generally accepted accounting principles applied on 
a consistent basis in both the base and compliance periods. The 
amortization of the excess of fair market values over book 
values at the time of purchase will be regarded as an allowable 
cost provided that it reflects consistent amortization of’the 
same assets in both the base period and the compliance period. 
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Low Base Relief 


When corporations demonstrate compliance on a consolidated 
basis, the calculation of equity in a business for purposes of 
section 92 of the Guidelines must also be made on that basis. 
See bulletin AI-19-P entitled Low Base Relief. 


Transition 


In bulletin AI-2-P-Revised the Board indicated that an 
associated group which elected to demonstrate compliance on a 
consolidated basis would have to do so on the same basis for all 
compliance periods. While this principle is to be maintained, 
in view of the differences in the regimes provided for by Parts 
1 and 7, suppliers who are permitted by the Board to report on a 
consolidated basis during compliance periods to which Part 7 
applies may be permitted to establish the consolidated group for 
these purposes without regard to their election under bulletin 
AI-2-P-Revised. 


Suppliers who wish to report in a consolidated manner 
significantly different from one in which they are now reporting 
should be prepared to justify their proposal in terms of 
achieving the principles set out in this bulletin, and should be 
able to assure the Board that the quality of the data will not 
be affected by the change. 


Divisionally Organized Firms 


There will be cases where single corporate entities operate a 
number of separate businesses. Compliance with both the Guide- 
lines and the spirit of the Act could be better monitored in 
some of these cases by placing the net margin test at a lower 
level than at the top of the corporate entity. Where the Board 
feels this to be the case, it will contact the supplier and 


recommend to him the level where the net margin test should be 
monitored. 


Technical Bulletin: 
Prices and Profits 


Subject: REPORTING REQUIREMENTS UNDER PART 7 OF THE ANTI-INFLATION 


GUIDELINES 
No: AI-31-P 
Date: November 5, 1976 
Note: This bulletin is relevant only in compliance periods beginning 


after October 14, 1976. 


This bulletin specifies reporting requirements for suppliers 
subject to Part 7 of the Anti-Inflation Guidelines. Those 
persons subject to Part 7 are identified in bulletin 
AI-5-P-Revised. 


Special reporting requirements for chartered banks, suppliers 
who act as financial intermediaries, and suppliers of property 
and casualty insurance are set out in bulletins AI-24-P, AI-32-P 
and AI-33-P, and AI-23-P respectively. Reporting requirements 
under Part 1 of the Guidelines may be found in bulletin 
AI-6-P-Revised. 


A. Reporting Requirements 


Under paragraph 13(2)(a) of the Anti-Inflation Act, the Anti- 
Inflation Board is empowered to require the following persons to 
file information reports: 


(1) suppliers to whom the Guidelines apply; 


(2) persons, other than employees, to whom the Guidelines 
apply; 


(3) employee organizations representing employees to whom the 
Guidelines apply; and 


(4) any class of such suppliers, persons or employee 
organizations. 


The Board has determined that the following reporting 
requirements will apply to suppliers subject to Part 7 of the 
Guidelines. 
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Level I Suppliers - Designated by AIB 


Certain designated suppliers, generally large corporations, are 
required to report to the Board as follows: 


(1) A Base Period Report (AIB-21) is to be filed with the Board 
before January 1, 1977 or - if a supplier isnot then 
designated a Level I supplier - within 45 days of being so 
so designated. 


(2) A Compliance Period Report (AIB-22) is to be filed with the 
Board within 45 days of the end of each fiscal quarter 
other than the last quarter in the fiscal year for which 90 
days is allowed to file the report. 


Level I suppliers are required to provide cost and revenue data 
on a product line basis for the purposes of price monitoring. 

In compiling this data suppliers must allocate costs and 
revenues to product lines on a reasonable and consistent basis 
in‘the base and all compliance periods. Suppliers who have been 
demonstrating compliance with Part 1 of the Guidelines on the 
basis of sections 15 or 16 are therefore now required to identify 
product lines when they file their Base Period Reports. 
Suppliers who have identified product lines for the purposes of 
sections 17 or 21 of Part 1 should continue to report on the 
basis of these product lines. Revisions to existing product 
lines in ways which alter the structure or scope of such lines 
will require the approval of the Board. Firms may, of course, 
add products now under section 16 to existing product lines. 


As stated in bulletin AI-4-P-Revised, a product line will gener- 
ally be indicated by a supplier's accounting system as well as 
by the similarity of the products it contains. For example, the 
definition of product line along departmental or divisional 
lines by distributors will generally be acceptable to the Board. 
A product line will generally continue, in the Board's view, to 
be the smallest group of products to which a firm is reasonably 
able to allocate costs. 


Level II Suppliers 


Suppliers whose gross revenue from operations in a compliance 
period is over $25 million and those suppliers who are operating 
under Compliance Plans are required to report to the Board as 
follows: 


(1) A Base Period Report (AIB-21) is to be filed with the Board 
before January 1, 1977 or - if a.supplier is not then a 
Level II supplier - within 45 days of so becoming. 


(2) A Compliance Period Report (AIB-22) is to be filed with the 
Board within 45 days of the end of each fiscal quarter 
other than the last quarter in the fiscal year for which 90 
days will be allowed to file the report. 


Level II suppliers are not required to provide product line 
data. 


In determining whether gross revenue from operations is $25 
million or more, consolidated revenue must be used if the group 
has been permitted by the Board to demonstrate compliance on a 
consolidated basis, and both export and domestic sales revenue 
is to be included. Bulletin AI-30-P contains additional infor- 
mation on consolidated reporting. 


D. Level III Suppliers 


Level III suppliers include all other suppliers subject to the 
mandatory provisions of the Act excepting persons carrying on 
business in the construction industry who employ 20 or more 
persons but fewer than 500 persons, and those who are subject to 
the mandatory application of the Act and Guidelines only because 
of an Order in Council made pursuant to subsection 12(2) of the 
Act. 


Level III suppliers are required to report to the Board as 
follows: 


(a) A Base Period Report (AIB-21) is to be filed with the 
Board before January 1, 1977. 


(b) A Compliance Period Report (AIB-22) is to be filed with 
the Board within 90 days of the end of each compliance 
period. 


Level III suppliers are not required to provide product line 
data. 


E. Construction Industry 
(1) Suppliers with 500 or more Employees 


All suppliers with 500 or more employees in the con- 
struction business must report. 


(2) Non-Residential Construction 


Suppliers who are subject to the enforcement provisions of 
the Act solely because they employ 20 or more persons but 
fewer than 500 persons and who do not engage in residential 
construction will not be required to report at this time. 
Such suppliers should, however, continue to abide by the 
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general intent of the Anti-Inflation Program and ensure 
that price increases reflect only increases in costs. 


Residential Construction 


The Board will now be designating and contacting certain 
suppliers in the residential construction industry having 
less than 500 employees who must begin reporting. In 
choosing these suppliers, the Board will ensure that it is 
able to monitor the housing construction industry in all 
important geographic areas. All such suppliers having more 
than 20 and less than 500 employees not so designated and 
contacted will not have to report at this time. However, 
these suppliers should continue to abide by the general 
intent of the program and ensure that price increases 
reflect only increases in costs. 


F. Suppliers who Engage in Association Bargaining 


Suppliers who engage in association bargaining and who carry on 
business in the following industries: 


(1) 
@) 
G3) 


(4) 
ep) 


the trucking industry; 
the construction industry; 


the shipping industry on the west coast of Canada, the 
Great Lakes or the St. Lawrence River; 


the longshoring industry; and 


the grain handling industry 


are subject to the mandatory provisions of the Act and Guide- 
lines by virtue of Order in Council P.C. 1976-910. Suppliers 

who are subject to the mandatory provisions of the Act and 
Guidelines solely by virtue of this Order in Council need not 
report at this time. They should, however, continue to abide by 
the general intent of the program and ensure that price 
increases reflect only increases in costs. 


G. Board Options 


The Board may, from time to time and depending on the circum- 
stances of a supplier, change the Level under which the supplier 
reports. Also, the Board may specify future reporting require- 
ments for private sector suppliers of commodities or services 
who are from time to time declared by order or the Governor-in- 
Council to be of strategic importance to the containment and 
reduction of inflation in Canada, pursuant to subsection 12(2) 
of the Act. 
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Prenotification 


Certain suppliers have been asked to provide the Board with 
thirty days or seven days advance notice of any price changes in 
specified products. The notice period is considered to commence 
on the day the Prenotification Report is received by the Board. 
Suppliers who have been so designated are required to file a 
Price Pre-Notification Report in Form AIB-23 with the Board 
either thirty days or seven days before the effective date of 
any proposed price increases which will take effect on a date 
which is 


- later than December 31, 1976, and 


- later than the beginning of the supplier's last fiscal quarter 
during which he is subject to Part 1 of the Guidelines. 


Proposed price increases to take effect before this date should 
be reported in Form AIB-13 (Draft). 
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Technical Bulletin: 
Prices and Profits 


Subject: EXPLANATION OF GUIDELINES FOR SUPPLIERS OTHER THAN CHARTERED 
BANKS THAT ENGAGE EXCLUSIVELY IN FINANCIAL INTERMEDIARY 


OPERATIONS 
No: AI-32-P 
Date: November 5, 1976 
Note: This bulletin replaces AI-24-P-Draft issued June 11, 1976 as it 


pertained to suppliers other than chartered banks that engage 
exclusively in financial intermediary operations. It is 
applicable in all compliance periods. 


This bulletin outlines how the Guidelines are intended to apply 
to suppliers whose entire business comprises financial inter- 
mediary operations. Suppliers such as trust companies that are 
engaged partly in financial intermediary activities and partly 
in activities subject to Parts 1 and 7 of the Guidelines should 
refer to bulletin AI-33-P. 


Ap eninianoduct1on 


Part 6 of the Anti-Inflation Guidelines provides for the re- 
straint of profit margins realized on financial intermediary 
operations. Financial intermediary operations generally include 
the principal businesses of trust companies, mortgage loan 
companies, financial leasing companies, consumer and wholesale 
loan companies and that portion of the business of any other 
supplier that involves the borrowing and lending of money with 
the intent of earning income therefrom. 


Financial intermediary operations are not intended to include 
the extension of short term credit such as 30-day accounts, 
monthly settlement charge accounts, and non-interest bearing 
instalment accounts, by suppliers in the normal course of 
business to customers who purchase their products or services. 
Chartered banks, which are governed by Part 5 of the Guidelines, 
are not subject to Part 6. 


A supplier whose entire business is comprised of financial 
intermediary operations is subject to rules similar to those 
applicable to chartered banks. In general, such suppliers are 
required to restrain their profit margins, measured as a 
percentage of average total assets, to the greater of 85% of the 
average return realized on total assets during the last five 
fiscal years ending prior to October 14, 1975 and 85% of the 
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average return realized during the last fiscal year ended before 
January 1, 1976. The computation of adjusted operating profits 
is subject to rules similar to those which apply to other 
business firms. 


Definitions 


Ch) 


(2) 


(3) 


Adjusted total assets is the total book value of all assets 


as shown on the supplier's financial statements, after 
equity investments in subsidiary and associated companies 
have been excluded. 


Contingent assets arising from such items as letters of 
credit and guarantees where a right of recourse (the con- 
tingent asset) would offset a potential claim (a contingent 
liability) in the event of default by a third party must 
also be excluded from total assets. If, and when, the 
right of recourse becomes an enforceable debt because the 
supplier is required to honour a claim under the letter of 
credit or guarantee, the recoverable amount under the right 
of recourse may be included in total assets. 


Deferred income or allowances for doubtful debts which have 
been included on the liability side of the balance sheet, 
should also be deducted from total assets. 


Average adjusted total assets, which forms the base against 


which adjusted operating profits are measured, represents 
the average assets employed during the base or compliance 
period as the case may be. This amount is computed by 
dividing the aggregate of adjusted total assets as at the 
beginning of the period and at the end of each month in the 
period by the number of months plus one in the period. 


Restricted expenses has the same meaning as in Parts 1 and 


7. However, for purposes of determining the amount of 
restricted expenses, if any, which is excluded from 
allowable costs, restricted expenses are measured in 
relation to average adjusted total assets. Accordingly, 
the portion of actual restricted expenses which can be 
included in allowable costs in a compliance period is 
limited to the same percentage of average adjusted total 
assets in the compliance period that average restricted 
expenses in the base period was of average adjusted total 
assets in the base period. See bulletin AI-13-P-Revised 
for an explanation of restricted expenses. 


. Application 


The assets, revenues and costs identified with that part of a 
supplier's business which is carried on through a foreign branch 


should be excluded from all calculations required by Part 6 of 
the Guidelines. 


The Guidelines apply in all compliance periods ending after 
December 31, 1975. Suppliers may deduct from excess revenue 
otherwise determined the amount of excess revenue earned prior 
to January 1, 1976. In determining excess revenue earned prior 
to January 1, 1976 suppliers should be guided by the generally 
accepted principles of accrual accounting. 


D. Reporting Requirements 


Suppliers should file Base Period Report AIB-21 before December 
31, 1976. Annual Compliance Period Report AIB-22 for the fiscal 
years ended after December 31, 1975 should be filed within 90 
days of the end of the fiscal year. Quarterly reports for Level 
I and II suppliers will be required for quarters ending on or 
after September 30, 1976. These Reports are due within 45 days 
after the end of each fiscal quarter. The criteria for determi- 
ning a supplier's reporting level are set out in bulletin 

IND E26 Whe 2 


E. Low Base Relief 


While Part 6 of the Guidelines does not contain a specific 
provision for low base relief, appropriate low base relief will 
be provided once suppliers with operations subject to Part 6 
have filed their base period information and the Board has the 
data upon which appropriate relief can be determined. 


F. New Capital Credit 


Suppliers subject to Part 6 may reduce excess revenue by an 
imputed "cost" attributable to new capital. The amount of this 
deduction is computed by multiplying the portion of the net 
proceeds from the issue of shares that were received since the 
end of the base period and that were employed in financial 
intermediary operations by a fraction, the numerator of which is 
total allowable costs in the compliance period and the 
denominator of which is average total assets used in financial 
intermediary operations in the compliance period. In the 
compliance period in which the funds were received, the 
deduction from excess revenue must be adjusted to reflect the 
number of days that the funds were available to the company. 


G. Compliance Plans 


The Board will allow suppliers appropriate periods to divest 
themselves of excess revenue when they can demonstrate that 
their excess revenue resulted from transactions before the new 
rules were known. The Board will also deal reasonably with 
suppliers who can demonstrate that their excess revenue resulted 
from holding large proportions of their assets and liabilities 
in long-term contracts taken on in earlier years. 

* 
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Pricing Guidelines 


In establishing their prices, suppliers must ensure that excess 
revenue is not generated during a compliance period. Further- 
more, suppliers offering 5 year personal term deposits and 5 

year guaranteed investment certificates should not increase the 
spread between the interest rate offered on these deposits and 


the interest rate charged on NHA and prime 
gages. In addition, Part 6 suppliers must 
charges on financial intermediary services 
ling on October 13, 1975 during the period 


conventional mort- 
not increase service 
above levels prevail- 
to Octobersol; 71977. 


This rule is similar to the rule applicable to chartered banks. 


Technical Bulletin: 
Prices and Profits 


Subject: 


Note: 


EXPLANATION OF GUIDELINES FOR TRUST COMPANIES AND OTHER 
SUPPLIERS SUBJECT TO BOTH PART 6 AND PARTS 1 AND 7 OF THE 
GUIDELINES 


Al—33=P 
November 5, 1976 
This bulletin replaces AI-24-P-Draft issued June 11, 1976 as it 


pertained to suppliers subject to both Part 1 and Part 6 of the 
Guidelines. It is relevant in all compliance periods. 


A. Introduction 


Technical Bulletin AI-32-P gives an explanation of the Guide- 
lines as they relate to suppliers engaged exclusively in Part 6 
operations. However, certain suppliers such as trust companies 
are engaged in activities subject to both Part 6 and Parts 1 or 
7. This bulletin has been prepared to assist these suppliers in 
applying the Guidelines to their operations. 


Where suppliers carry on both financial intermediary operations 
and non-financial intermediary operations, the financial inter- 
mediary operations are subject to Part 6 of the Guidelines and 
the non-financial intermediary operations are subject to Parts l 
or 7. However, suppliers whose gross revenue from non-financial 
intermediary operations is less than the lesser of 5% of total 
gross revenue and $10 million may elect to have the Part 6 rules 
apply to their entire operations. 


The application of the respective parts of the Guidelines will 
require suppliers to allocate assets, revenues and costs. 
Generally, it should be possible to identify most costs and 
assets with the business to which they relate. However, where a 
particular asset or cost relates to more than one business, 
suppliers should attempt to make a reasonable allocation, the 
objective being to establish the adjusted operating profit of 
each activity on a reasonable basis which must be used 
consistently in the base and compliance periods. 


Since the financial and non-financial intermediary activities 
are subject to different Parts of the Guidelines, the allocation 
method used could have a significant impact on the determination 
of excess revenue. Accordingly, suppliers may wish to consult 
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with the Board to determine if their method of allocation is 
acceptable. A disproportionate allocation of costs to Part 6 
activities, for example, would not be acceptable. 


. Application 


Both Part 6 and Parts 1 or 7 of the Guidelines will apply to 
suppliers in all compliance periods ending after December 31, 
1975. Suppliers may deduct from excess revenue otherwise de- 


termined the amount of excess revenue earned prior to January l, 
19:76. 


Reporting Requirements 


Suppliers subject to both Part 6 and Part 1 or 7 will be 
required to report as follows: 


Base Period - Form AIB-11 Revised - before December 31, 1976 
Report 


Base Period - Form AIB-21 - before December 31, 1976 
Report 


Compliance - Form AIB-12 Revised - within 90 days of the end 
Period for compliance of the periods (but not 
Report periods that end before December 31, 1976) 

after December 31, 
1975 and commence on 
or before October 14, 


MU WASY 
Form AIB-22 for - within 90 days of the end 
subsequent compli- of the compliance period 


ance periods 


Notes 


I. No report is required in respect of any compliance period 
that ended on or before December 31, 1975. 


ig In completing compliance Form AIB-12 Revised, suppliers 
required for quarters ending on or after September 30, 
1976. These Reports are due within 45 days after the end 
of each fiscal quarter. The criteria for determining a 
supplier's reporting level are set out in bulletins 
AI-6-P-Revised and AI-31-P. 


Sie In completing compliance Form AIB-12 Revised, suppliers 
will note that there is no provision in Part II for excess 
revenue on financial intermediary operations as determined 
on Schedule H nor is there provision for the deduction 


of excess revenue earned prior to January l, 1976. 
Suppliers reporting excess revenue on Schedule H should 
enter the amount in Part II on one of the other excess 
revenue lines with an appropriate reference to Schedule H. 
Similarly, any deduction from excess revenue for amounts 
earned prior to January 1, 1976 should be claimed on one of 
the deduction lines with an appropriate description. 


D. Low Base Relief 


While Part 6 of the Guidelines does not contain a specific 
provision for low base relief, appropriate low base relief will 
be provided once suppliers with operations subject to Part 6 
have filed their base period information and the Board has the 
data upon which appropriate relief can be determined. 


E. Target Net Margin Percentage 
Cl)! <Part/cl land Part 37 Activaties 


The target net margin percentage for these activities in 
compliance periods to which Part 1 applies is 95% of the 
base period net margin percentage. The base period for the 
Part 1 activities of Part 6 suppliers will normally be the 
five completed fiscal periods ending prior to October 14, 
1975. In compliance periods subject to Part 7, the rate 
will be 85% of the base period net margin percentage and 
the supplier may choose a base of either the five completed 
fiscal years ended prior to October 14, 1975 or the last 
fiscal year ended prior to January 1, 1976. 


(2) Part 6 Activities 


The target net margin percentage will be 85% of base period 
net margin percentage (calculated as a return on assets) 
for all compliance periods. Suppliers may choose a base of 
either the five completed fiscal years preceding October 
14, 1975 or the last fiscal year ended prior to January l, 
1976., 


F. Freeze on Service Rates 


A supplier with both Part 6 and Parts 1 and 7 activities who 
freezes fees, commissions, and service rates established by him 
at levels in effect at October 13, 1975, may claim exemption 
from excess revenue on all his Part 1 and Part 7 (but not Part 
6) activities. Suppliers claiming this exemption should 
complete the following certificate which is included in Forms 
AIB-12 Revised and AIB-22. 


Ava 


G. 


Jal 


Ifo 


120 


I HEREBY CERTIFY THAT all gross revenue from Parts 1 and 7 
operations during the period from to 
was derived exclusively from 


(a) fees, commissions and service charges billed to custo- 
mers at scales not higher than those pr_vailing at 
October 3x49 75) and ; 


(b) other services the remuneration for which is 
established by court order or by an independent 
regulatory authority. 


New Capital Credit 


Suppliers subject to Part 6 may reduce excess revenue by an 
"imputed" cost attributable to new capital. The deduction is 
computed by multiplying the portion of the net proceeds received 
since the end of the base period from the issue of new shares 
that were employed in financial intermediary activities by a 
fraction, the numerator of which is total allowable costs 


attributable to financial intermediary operations in the com- 


pliance period and the denominator of which is average total 
assets used in financial intermediary activities in the compli- 
ance period. In the compliance period in which the funds were 
received, the deduction from excess revenue must be adjusted to 
reflect the number of days that the funds were available to the 
company. 


Compliance Plans 


The Board will allow suppliers appropriate periods to divest 
themselves of excess revenue when they can demonstrate that 
their excess revenue resulted from transactions before the new 
rules were known. The Board will also deal reasonably with 
suppliers who can demonstrate that their excess revenue resulted 
from holding large proportions of their assets and liabilities 
in long-term contracts taken on in earlier years. 


Pricing Guidelines 


In establishing their prices, suppliers must ensure that excess 
revenue is not generated during a compliance period. Suppliers 
offering 5 year personal term deposits and 5 year guaranteed 
investment certificates should not increase the spread between 
the interest rate offered on these deposits and the interest 
rate charged on NHA and prime conventional mortgages. In 
addition, Part 6 suppliers must not increase service charges on 
financial intermediary services above levels prevailing on 
October 13, 1975 during the period to October 31, 1977. This 
rule is similar to the rule applicable to chartered banks. 


Technical Bulletin: 
Prices and Profits 


Subject: 


Note: 


COMPLIANCE PLANS FILED IN RESPECT OF EXCESS REVENUE EARNED BY 
A SUPPLIER DURING HIS COMPLIANCE PERIOD WHICH INCLUDES OCTOBER 
14, 1976 

AI-34-P 


November 5, 1976 


This bulletin is relevant only in compliance periods which 


include October 14, 1976. 


A. Application of Bulletin 


Technical Bulletin AI-28-P sets out the manner in which the 
Anti-Inflation Board will deal with suppliers who earn excess 
revenue, and the general requirements and conditions which will 
attach to the filing of Compliance Plans. This bulletin sets 
out certain special conditions which will attach to the filing 
of Compliance Plans by those suppliers who are permitted to do 
so in respect of excess revenue earned in their second 
compliance period. Suppliers should note that all requirements 
set out in bulletin AI-28-P will also apply to these Compliance 
Plans. Compliance Plans with respect to first compliance period 
excess revenue are dealt with in bulletin AI-1-P-Revised. 


B. General Principles 


As a result of the transition from Part 1 of the Guidelines to 
Part 7, suppliers may not be demonstrating compliance with the 
Guidelines in their third compliance period on the same basis as 
they did during their second compliance period. This may occur 
either because they have changed the basis upon which they are 
consolidated for reporting purposes or because, for the purposes 
of Part 1 of the Guidelines, they reported under more than one 
of sections 15 through 18, or under only one of sections 16 or 


ie 


When such a supplier is permitted to file a Compliance Plan in 
respect of second compliance period excess revenue he will 
generally be placed in Level I for reporting purposes, and thus 
required to provide product line information for price moni- 
toring purposes (see bulletin AI-31-P). The onus will be on the 
supplier to satisfy the Board that the product lines are 
structured in such a way that the supplier's fulfillment of the 
requirements of bulletin AI-28-P can be adequately monitored. 


8 ve Anti-Inflation Commission de lutte 
Board 


P.O. Box No. 1750, Postal Station "B" 


contre |'inflation Ottawa, Ontario K1P 6B1 


AIB~76=-125 L2i 
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Where the supplier has changed the basis of his consolidation 
for the purposes of Part 7 of the Guidelines, a similar onus 
will rest upon him. Thus, the Board may require, as a condition 
of permitting the supplier to file a Compliance Plan, that the 
former basis of reporting be maintained so as to ensure that the 
Compliance Plan may be properly monitored. 


Part 7 of the Guidelines provides only for an overall net margin 
test on the distribution and non-distribution parts of a 
supplier's business. However, in order to ensure that the 
excess revenue earned in the second compliance period is, during 
the third compliance period, returned to the market in which it 
was earned in accordance with the requirements of bulletin 
AI-28-P, a supplier who is permitted to file a Compliance Plan 
in respect of excess revenue earned in his second compliance 
period will be required to demonstrate: 


(1) that, for his business as a whole, his target 
operating profit exceeds his adjusted operating 
profits in the third compliance period by the amount 
of his second compliance period excess revenue and 


(2) that this deficiency is attributable to the operations 
upon which excess revenue was earned in the second 
compliance period. 
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Tableau 2 


Période d'observation achevée le 


I Détermination des investissements 
admissibles 


Déboursés au titre de l'actif admissible 


Déboursés au titre de l'actif 
admissible au cours des peériodes 
antérieures et aprés aout 1976 


Pinise 


Déboursés totaux au titre de l'actif 
admissible aprés le 31 aott 1976 
et avant la fin de la période 


Moitié des déboursés au titre de l'actif 
admissible 


Déductions au titre des inves-— 
tissements réclam@es au cours 
des périodes antérieures 


Moins: 


INVESTISSEMENTS ADMISSIBLES 


Il Détermination de la déduction au 
titre des investissements 


Moindre des: Investissements admissibles 
et du 

Produit du coefficient de déduction 
au titre des investissements et des 


couts admissibles (0.0102 x $10 millions) 


Mont ant Montant 
non admissible admissible 

avant le apres le 
1/9/76 31/8/76 

175 000 40 000 126 000 

40 000 

166 000 

83 000 

NIL 
83 000 
(Non disponible) 
83 000 
102 000 


Coefficient de la marge de référence 


Coefficient théorique de la marge de 
reférenee: .0929 


Plus: Déduction au titre des investissements 
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Cotts admissibles 


31 décembre 1977 


83 000 


224 


166 


390 


195 


83 
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31 décembre 1978 
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VENTES DE LA PERIODE D'OBSERVATION ($000) 


TERRAIN NU TERRAIN AMENAGE TERRAIN ET TOTAL DE 
NON BATI BATIMENTS L' ENTREPRISE 


Pa eg a ae | a a 


VENTES 2000 2000 5500 5500 8500 8500 16 000 16 000 


COUTS: 
COUTS AFFERENTS AU TERRAIN AVANT 
LE 14 OCTOBRE 1975 

Acquisition, mise en valeur 


et financement 1170 1800(a) 2900 
Aménagement 600 
3500 4150(b) 


COUTS AFFERENTS AU TERRAIN APRES 
LE 13 OCTOBRE 1975 


Acquisition 1930 2600(c) 
Mise en valeur, financement et 
aménagement 50 50 770 770 1400 1400 
COUTS DE CONSTRUCTION DE BATIMENTS 3600 3600 
COUTS ADMINISTRATIFS ET AUTRES 30 30 130 130 170 170 
COUTS TOTAUX 1250 1880 4400 5050 7100 1770 12.5750 14 700 


BENEFICE 750 120 1100 450 1400 730 3250 1300 


Explication des substitutions requises 


a) Substitution aux cotts afférents au terrain avant le 14 octobre 1975 de la valeur ($1 800 000) qu'aurait eue la 
propriété le 13 octobre 1975 si son zonage et son enregistrement avaient été les mémes qu'au moment de la vente 
(alinéa 90(1)(a)). 


b) Substitution aux cotts afférents au terrain avant le Phoctobre 1975 della valeur ($4 4150 000) “qu aurart ‘ede 
la proprieté le 13 octobre 1975 si son zonage et son enregistrement avaient été les mémes qu'au moment de la 
vente (alinéa 90(1)(a)). 


c) Substitution au cott d'acquisition pendant la periode d'observation de la valeur ($2 600 000) qu'aurait eue le 
terrain le 13 octobre 1975 si son zonage et son enregistrement avaient été les mémes qu'au moment de la vente 
(sous-alinéa 90(1)(c)(ii)). 


VENTES DE LA PERIODE DE BASE ($000) 


TERRAIN NU TERRAIN AMENAGE TERRAIN ET TOTAL DE 
NON BATI BAT IMENTS L'ENTREPRISE 


oo. 


effectif substitué effectif substitué effectif substitué effectif substitué 


VENTES 1000 1000 5000 5000 7500 7500 13 500 bono) 


COUTS: 

COUTS AFFERENTS AU TERRAIN 

AVANT LE 14 OCTOBRE 1975 
Acquisition, mise en valeur et 


financement 790 990(a) 2800 3500(b) 2000 2500(c) 
Aménagement 1100 1100 800 800 
COUTS DE CONSTRUCTION DE 
BATIMENTS 3050 3050 
COUTS ADMINISTRATIFS ET AUTRES 10 10 100 100 150 150 
COUTS TOTAUX 800 1000 4000 4700 6000 6500 10 800 12 200 
BENEF ICE 200 NIL 1000 300 1500 1000 2700 1300 


Explication des substitutions requises 


a) Substitution de l'excédent des ventes sur les cotts administratifs et autres ($90 000) aux cotts d'acquisi- 
tion, de mise en valeur et de financement du terrain (alinéa 90(2)(a)(i)). 


b) Substitution de la valeur du terrain au début des travaux d'aménagement ($3 500 000) aux cotits d'acquisition, 
de mise en valeur et de financement du terrain (alinéa 90(2)(a)(i)). 


c) Substitution de la valeur du terrain au début de la construction des batiments ($2 500 000) aux cotts d'acqui- 
sition, de mise en valeur et de financement du terrain (alinéa 90(2)(a)(i)). 
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